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Broad Street, Richmond, Virginia, 
in 1795. In that year a group of 
citizens under the leadership of 
John Marshall founded the first 
insurance company in the State— 
4 MUTUAL company. 





WO 
Pures nothing like time to test things, 
particularly ideas or principles. Fifty years 
discloses the plans of nations as fatuous or in- 
spired. A century weighs world trends. 

One hundred and seventy-seven years ago, 
Benjamin Franklin formulated the principles 
of mutual insurance. They have stood the test 
of time. The struggle for independence, the 
spreading out and building of the nation, the 
civil war, the reconstruction period—ali of these 
with their attendant disturbances did not affect 
the solidity and stability of mutual principles. 

All insurance is good. There is this about 
mutual insurance—when you buy a mutual 
policy you have not only all the rights of a 
policyholder in any other type of insurance 


mats Cia 8% 
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These are the reasons why the majority of 
leading industrial corporations, and hundreds 
of thousands of individuals buy mutual cover- 
age for casualty risks. 


A worth-while booklet on mutual casualty 
insurance will be sent on request. No solicita- 
tion will follow. Address Mutual Insurance, 
Room 2204, 180 North Michigan Avenue, 
Chicago, Illinois. 


MUTUAL PROTECTION IS AVAILABLE 
FOR THESE CASUALTY RISKS: 


carrier, but in addition you have the rights of Accident and Bloalth = Liability (all form) 
> ‘ a h ° Automobile (all forms) Plate Glass 
representation in management and a share in Burglary and Theft Scie: Mend 





the prosperity of the corporation. Workmen's Compensation Fidelity 


MUTUAL CASUALTY INSURANCE 


These Old Line Legal Reserve Companies Are Members of 
Nationa AssociaTIon oF Mutuat Casuvatty Companiss and AMERICAN MuTvat ALLIANCE 


Allied Mutuals Liability Insurance Co., New York City; American Mutual Liability Insurance Co., Boston, Mass.; Builders Mutual Casualty Co., Madison, Wis.; Central Mutual 
Casualty Co., Kansas City, Me.; Employers Mutual Casualty Co., Des Moines, Ia.; Employers Mutual Liability Insurance Co., Wausau, Wis.; Exchange Mutual Indemnity Insurance 
Co., Buffalo, N. Y.; Federal Mutual Liability Insurance Co., Boston, Mass.; Hardware Mutual Casualty Co., Stevens Point, Wis.; Interboro Mutual Indemnity Insurance Co., New York 
City; Jamestown Mutual Insurance Co., Jamestown, N. Y.; Liberty Mutual Insurance Co., Boston, Mass.; Lumbermens Mutual Casualty Co., Chicago, Ill.; (American) Lumbermens 
Mutual Casualty Co. of Illinois, New York City; Merchants Mutual Casualty Co., Buffalo, N. Y.; Michigan Mutual Liability Co., Detroit, Mich.; Mutual Casualty Insurance Co., 
New York City; Texas Employers Insurance Association, Dallas, Texas; U.S. Mutual Liability Insurance Co., Quincy, Mass.; Utica Mutual Insurance Co., Utica, N. Y. 
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A Solid Foundation 


Is necessary for strength. Over half a cen- 
tury ago the MILL MUTUALS laid their 
foundation on the bedrock of careful selec- 
tion and systematic inspection—it stands 
today solid and secure. 





Western Millers Mutual Fire Insurance Co Kansas City, Mo. 
Ohio Millers Mutual Insurance Co Van Wert, Ohio 
Michigan Millers Mutual Fire Insurance Co Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co Des Moines, Iowa 
Millers Mutual Fire Insurance Co Harrisburg, Pa. 
Millers Mutual Fire Insurance Co. Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association 

Grain Dealers National Mutual Fire Ins. Co 

Millers National Insurance Co 





Mutual Fire Prevention Bureau 
230 East Ohio Street 
Chicago, Illinois 
(Operated by the Mill Mutuals) 
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ORIGINATORS OF 
3-IN-1 COMPLETE SERVICE 
AUTOMOBILE INSURANCE 


1. Complete Automobile Coverage. 
2. $2,500.00 Personal Accident Policy. 


3. Emergency Road Service and Touring 
Information. 








Not just promises hedged about with “red tape,” but 


guaranteed performance written into the policy contract. 


The only policy of its kind in the country — yet it costs 


you no more than ordinary insurance. 














MICHIGAN MUTUAL 
LIABILITY COMPANY 


Resources Dividends 


More Than RAND More Than 


$4,800,000.00 President $3,000,000.00 





District Offices (General Service) Branch Offices (Automobile Only) 


Grand Rapids Lansing Flint Port Huron Ionia 
Saginaw Kalamazoo Mt. Clemens Benton Harbor Pontiac 
Jackson Marquette Battle Creek Muskegon Owosso 


Home Offices—1209 Washington Boulevard at State Street—Detroit—Cherry 4800 
Industrial Hospital—2730 E. Jefferson Ave.—Detroit 


Workmen’s Compensation, Automobile, Group Health and Accident and 
Other Casualty Lines 
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See Re a ae RONEN 


HON. M. A. FREEDY 


Commissioner of Insurance for Wisconsin 


OMMISSIONER FREEDY was appointed head of Wisconsin’s Insurance Department in 
January, 1927, and his administration of the office has been sound, fair-minded and efficient. 
His capacity for accepting responsibility and solving hard problems is attested to by his member- 
ship on many committees of the National Convention of Insurance Commissioners including 
the Committee to Investigate the Commission Costs of Insurance, of which he is chairman, and 
the Committees on Examination, Laws and Legislation, Workman’s Compensation, and Valua- 
tion of Securities. Mr. Freedy is a man of great personal popularity, and continually sought after 
for talks before Insurance Conventions. He is a past president of The Wisconsin State Fire 
Prevention Association. 
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United States Marines Guarding Mails After a Series of Daring Railroad Robberies Had Made Shipments of Money and Bonds Hazardous. 


Insurance on Valuables in the Mails 


of Risks, Limits of Liability and Various Other 


A Discussion of Classes 
Matters in Connection With Our Postal System 


PERATION of the United 
States mails is “big business.” 
During the fiscal year ending 

June 30, 1929, the Federal Govern- 
ment handled nearly twenty-seven 
billion pieces of mail matter of all 
classes (including parcel post), hav- 
ing a weight of almost seven billion 
pounds and producing revenues in 
excess of six hundred million dollars. 
The collection, transportation and dis- 
tribution of this tremendous volume 
of mail, originating in or destined to 
all points on the globe,—carried by 
numerous types of conveyances, in 
every season of the year, over routes 
large in number and diverse in haz- 
ards, handied by many thousands of 
persons and subject to an almost in- 
finite variety of perils—is inevitably 
attended by a certain amount of loss. 
To what extent should that loss be 
covered by insurance? What forms 


By DAVID McCAHAN 


Assistant Professor of Insurance 
Wharton School of Finance and Commerce 
University of Pennsylvania 


PART I 


of protection are available? These 
are logical questions. 

Obviously, where the intrinsic 
value of an individual item, such as 
a letter, newspaper, magazine or 
package is relatively small, the sender 
or addressee would suffer little if it 
were damaged, rifled or lost. The 
bulk of the mail matter is doubtless 
of this character, so insurance on it 
is neither economically essential or 
practical. However, millions of dol- 
lars worth of stocks, bonds, currency, 
jewelry, precious stones and high- 
priced merchandise are daily en- 
trusted to Uncle Sam for-transporta- 
tion and delivery. Here the value is 
often highly concentrated. A single 


package of negotiable bonds or cur- 
rency may be valued at millions of 
dollars. Or a number of packages of 
merchandise, each of moderate value, 
may find their way to one location and 
be subject to a common hazard. Were 
a shipper to send out in the course of 
a year a sufficiently large number of 
items, each of small worth, to differ- 
ent places, he might well rely on the 
“law of average” to limit his possible 
loss, but when shipments are rela- 
tively small in number and high in 
value, he can safeguard himself 
against risk in no way other than by 
sound insurance. 

It matters not that employees of the 
mail service exercise every precau- 
tion and that losses are infrequent. 
The unexpected does happen. Con- 
veyances are wrecked or robbed. 
Trusted employees do go wrong. The 
forces of nature triumph at times. As 








6 


long as such hazards are existent, the 
shipper cannot afford to take a chance, 
especially when the cost of protec- 
tion is so small in proportion to the 
amount at stake. 

NATURE OF GOVERNMENT INDEM- 
NITY AVAILABLE—Attention was di- 
rected in previous articles of this 
series to the liability of various com- 
mon carriers for loss to goods in their 
custody, the extent of such responsi- 
bility ordinarily being set forth in 
their bills of lading or receipts. As the 
nature and functions of the mail serv- 
ice are so radically different, it 
would not be practicable for the 
Federal Government to assume a 
similar liability, or to issue receipts, 
for ordinary mail and package ship- 
ments. However, registry, insurance 
and C. O. D. services are available 
upon payment of certain fees. These 
warrant some explanation, if only to 
show wherein they are not adequate 
to meet fully the needs of the public. 

Registry Service—All four classes 
of mail matter may be registered. 
First and fourth class (domestic par- 
cel post) matter must in every case 
be sealed and first-class postage paid 
thereon. The same is true of second 
and third class matter valued at more 
than $100, upon which a registry fee 
in excess of twenty cents is paid. 
Registration entitles senders or own- 
ers to indemnity, within certain lim- 
its, for loss, rifling or damage. Until 
July 1, 1928, the maximum indemnity 
obtainable was $100 for first-class 





Photo by P. & .A. 
When Postal Planes Come to Grief One of the First Considerations is to Get the Mati Pouches on Their Way by Another Aircraft, or by Train 
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matter and $25 for third-class domes- 
tic articles even though the actual 
worth was far in- excess of these 
amounts. According to a new act 
which became effective on that date, 
limits of indemnity, ranging between 
$50 and $1,000 on any one piece of 
domestic registered mail, were auth- 
orized. The fees charged in addition 
to regular postage for these various 
limits follow : 


Limits of Indemnity Fee 
Wait Cee, SOG sci eit ce. $ .15 
Over $50 but not exceeding $100..... .20 
Over $100 but not exceeding $200.... .30 


Over $200 but not exceeding $300.... .40 
Over $300 but not exceeding $400.... .50 
Over $400 but not exceeding $500.... .60 
Over $500 but not exceeding $600.... .70 
Over $600 but not exceeding $700.... 
Over $700 but not exceeding $800.... .90 
Over $800 but not exceeding $1,000... 1.00 


Insured and C. O. D. Services— 
Domestic third and fourth-class mail 
may be insured or sent collect on de- 
livery, indemnity in both instances 
being paid, within the limit governed 
by the fee charged, for the actual 
value of lost, rifled, or irreparably 
damaged articles (or in the case of 
C. O. D. mail for failure to remit 
charges) or for the actual, usual, di- 
rect and necessary cost of repairing 
partially damaged articles, provided 
they were packed and indorsed in ac- 
cordance with the postal require- 
ments. Postage on the parcels, but 


not the insurance or C. O. D. fee, may 
also be allowed as part of the indem- 
nity in case of complete loss, irre- 





parable damage to entire contents or 
rifling of entire contents. 

The fees charged for insurance on 
parcels destined for domestic ship- 
ments are: 


Value of Parcel Fee 
NOt: GVOR So. i sc os:cs ak Seekeaess $ .05 
Over $5 but not exceeding $25...... 08 
Over $25 but not exceeding $50...... .10 
Over $50 but not exceeding $100..... A) 


If the domestic C. O. D. service is 
employed, the scale of fees on domes- 
tic shipments are: 

Amount ef C. O. D. Charges or Value 

in Excess of C.O.D. Charges Fee 
Not over $10 Jl 
Over $10 but not exceeding $50...... AS 
Over $50 but not exceeding $100..... 25 

Until July 1, 1929, the collect on 
delivery service was restricted to 
third and fourth-class matter, but un- 
der a revision of the Postal Laws 
and Regulations which became effec- 
tive on that date, it was extended to 
any class of mail sealed against pos- 
tal inspection but bearing the first- 
class rate of postage. By the terms 
of the same Act, such C. O. D. mail, 
on which first class postage has been 
paid, may also be registered. In that 
instance, the fees charged for the 
limits shown above are twenty-five, 
thirty or forty cents instead of twelve, 
fifteen and twenty-five cents. The 
indemnity promised is identical, the 
difference in rates being designed to 
allow for the higher cost of handling 
registered matter. Although the 
maximum amount of charges collec- 
tible on domestic registered C. O. D. 


ey 
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On the Intelligence and ‘Alertness of Postal Employees Depends the Efi ciency of Our Great and Complicated Mail System—T hose Shown 


miail is $100 regardless of a parcel’s 
value, indemnity for loss, rifling or 
damage in excess of $100 and up to 
$1,000 (the limit fixed for other do- 
mestic registered mail) may be ob- 
tained upon payment of an additional 
fee, which will range from $.50 to 
$1.20 according to the amount of 
protection desired. To illustrate, a 
C. O. D. package bearing first-class 
postage may be registered upon pay- 
ment of $1.20. This entitles the 
sender to have an amount not in ex- 
cess of $100 collected from the ad- 
dressee and remitted to him, or if the 
package is lost, rifled or damaged to 
be indemnified in a sum not exceeding 


$1,000. 


International Mail — The various 
services just described are available 
on matter sent to some foreign coun- 
tries. Ordinarily the maximum lim- 
its of indemnity obtainable are much 
lower than heretofore cited for do- 
mestic matter and the schedule of fees 
considerably higher. As this article is 
primarily concerned with domestic 
mail insurance, no attempt will be 
made to present such arrangements 
in detail. 


EXTENT OF GOVERNMENT INDEM- 
NITY SERVICES—The paid domestic 
registrations for the fiscal year end- 
ing June 30, 1928, aggregated 66,941,- 
077, the fees collected being $10,098,- 
348 in excess of regular postage. It 


Above Are in the Chicago Office. 


is of interest to note here that 221,023 
registered articles included in the 
foregoing figures were sent by aero- 
plane. Claims for indemnity number- 
ing 1,738 and totalling $29,983 were 
approved within the same fiscal 
period. 

During the year mentioned, 131,- 
763,925 domestic parcels (of which 
4,373 went by air mail) were insured 
and 49,315,030 domestic parcels were 
sent collect on delivery. The fees for 
the former group were $9,104,807 
and for the latter were $6,207,563, 
being in both instances exclusive of 
postage. Approved claims for indem- 
nity numbered 194,605 and 62,609, 
and amounted to $1,364,056 and 
$370,315 respectively. The ratios be- 
tween claims and fees of 15 per cent 
and 6 per cent for insured and 
C. O. D. matter show a marked con- 
trast to the ratio of % ths of 1 per- 
cent for registered mail. 

NEED FOR PRIVATE INSURANCE— 
The limitations upon the amount of 
coverage available on any single 
shipment emphasize the need of sup- 


- plementary coverage, especially for 


bankers, bond houses, investment in- 
stitutions, shippers of small but 
valuable parcels, etc. Moreover, the 
Government services are available to 
any one at the same rate, no special 
consideration being accorded to the 
large and frequent shipper whose 
methods of packing and handling 


valuables have been devised so as to 
reduce the hazard of loss to a mini- 
mum. Accordingly, there is a field for 
private enterprise in supplying the 
necessary coverage. Let us now turn 
to a consideration of the contracts 
which have been developed with this 
in view. 

TYPES OF PRIVATE INSURANCE — 
The forms written by private com- 
panies are commonly known as “Reg- 
istered Mail Insurance” and “Parcel 
Post Insurance” although as will be 
noted later, these designations are 
not fully indicative of the breadth of 
coverage afforded. Inasmuch as there 
is a material difference in the kind of 
property for which each form was 
devised, the policy provisions are not 
at all similar. For that reason, each 
type of insurance will be separately 
discussed. 


REGISTERED MAIL INSURANCE—The 
Registered Mail Central Bureau com- 
prises many of the leading companies 
writing this kind of coverage. A 
standard form is employed by its 
members. The contracts written by 
other carriers are substantially simi- 
lar in their terms but reference herein 
will be confined to the conference 
form. 

TYPES OF CONTRACTS — Although 
the basic policy is the same in all 
cases, the various riders endorsed 

(Continued on Page 27) 
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Reciprocal Problems In Indiana 
Right To Issue Limited Liability Policies Up In Courts 


LTHOUGH not involving any 
mutual company, our readers 
will doubtless be interested in 

the legal battle having to do with 
limited liability policies which is be- 
ing fought out in Indiana. Here are 


the facts leading up to the contro- 
versy: 


The Federal Automobile Insurance 
Association, a reciprocal exchange op- 
erating in Indianapolis, went into the 
hands of a receiver on Feb. 29, 1928, 
and an assessment was levied against 


the policy holders of 1924-1925-1926 
and 1927. 


This action brought to the front 
the question of whether a reciprocal 
exchange could issue a limited lia- 
bility policy, and the insurance com- 
missioner of the State, Hon. Clarence 
C. Wysong asked the attorney gen- 
eral of Indiana for a ruling on this 
point. The ruling was adverse. 


Whereupon the underwriters of 
other reciprocals obtained a tempo- 
rary injunction restraining the Com- 
missioner from interfering with the 
writing of limited liability policies. 
They are now asking for a permanent 
injunction, and arguments on this 
ga will be made on December 


The full text of the attorney gen- 
eral’s ruling addressed to the Com- 
missioner follows: 


I have before me your letter of August 
2nd, 1929, submitting specimen copy of 
“Subscriber’s Agreement and Application” 
and “Policy Form” of ( ) 
insurance association which is a reciprocal 
imsurance association organized under 
Chapter 102 of the Acts of 1919, Page 503, 
Burns Annotated Indiana Statutes of 1926, 
Section 9308-9321. 


You request an opinion as to whether or 
not “subscribers” at inter-insurance ex- 
change, organized under the Acts of 1919, 
may by their power of attorney limit their 
liability to the amount of the premium de- 
posit, and whether or not the attorney in 
fact may on behalf of the subscribers issue 
a policy limiting the liability of the policy- 
holder to the amount of the premium de- 
posit, and if such provision is placed in the 
policy, whether or not the same as con- 
trary to Section 13 of Chapter 102 of the 
Acts of 1919. 


You make no inquiry as to the specific 
provisions as to the specimen copy of 
“Subscriber’s Agreement and Application” 
and “Policy Form” enclosed and for that 
reason their consideration is scarcely nec- 
essary except as furnishing typical forms 
supposed to accompany the desideration of 
a non-assessible insurance policy under the 
above act. 


It is provided by Section 1 of the above 
act as follows: “That individuals, part- 
nerships, and corporations of this state 
hereby designated subscribers, are hereby 
authorized to exchange reciprocal or in- 
ter-insurance contracts with each other 


or with individuals, partnerships and 
corporations of other states and counties 
providing indemnity among themselves 
from any loss which may be insured 
against under other provisions of the 
law relating to fire insurance and all 
classes of automobile insurance, and any 
other kind of insurance included with 
fire insurance in one classification.” 


This exchange of insurance contracts as 
above provided is accompanied through the 
medium of a common attorney in fact 
pursuant Section 2, of the Act whose au- 
thority is prescribed in an instrument simi- 
lar to the “Subscriber’s Agreement and 
Application” which is executed by all mem- 
bers of the association. 


The first and fourth paragraph from the 
enclosed instrument omitting the name of 
the attorney in fact will suffice to indicate 
the authority of the attorney in fact so far 
as necessary in the consideration of the 
question submitted. They are as follows: 


“The office of the ( ), has 
been elected by the automobile owners 
as a place at which they may exchange 
contracts of insurance, such place be 
designated the ( ). I, as a sub- 
scriber therein, hereby appoint ( 

), my attorney in fact, with 
power to substitute any other person or 
persons it may elect and to transfer its 
office to any other place or places in the 
United States. ), shall 
exchange insurance for me with other 
subscribers at the ( ), and 
shall have full power to do and perform 
every act that I myself could do in rela- 
tion to contracts of insurance and rein- 
surance thereof, including appearances 
in all actions, suits or other proceedings 
and the defense, compromises or adjust- 
ments of same, provided, however, that 
my attorney shall not make me jointly 
liable with any other subscriber, but shall 
bind me separately and alone and for 
not more than my pro-rata share on any 
one contract. Reinsurance shall be paid 
out of the association’s funds. In addi- 
tion thereto ( ), is hereby 
specifically authorized for me and in my 
name to execute any and all documents 
and do any and all things necessary to 
effect compliance under the laws of any 
state with respect to the exchange of the 
insurance contracts provided herein. Also 
to appoint the auditor of state or Insur- 
ance Commissioner of any state my 
agent on whom service of process may 
be had in any suit, action or proceeding 
brought under any policy issued at said 
association. There shall be no joint 
funds, capital, or stock. * * * 


Out of the fees above provided, the 
attorney in fact shall place all expenses 
incident to the conduct of the associa- 
tion except the items herein as men- 
tioned, viz. payment of losses, legal, 
claim and adjustment expenses, insur- 
ance department fees and charges, fed- 
eral, state, county, and municipal taxes, 
premiums on surety bonds, reinsurance, 
cost of collecting subscriber’s deposits, 
fees for advisory committee, and any 
other expenses incident to or necessary 
for the benefit or protection of subscrib- 
ers, to pay which items I agree to de- 
posit with ( ), from time 
to time, and when called for by it, a 
sufficient sum of money to pay my 
equitable purchase of all above items 





and expenses by the maximum amount 
to be paid by me and my liability shall be 
fixed and limited to the amount of the 
premium deposit and application fee 
provided for herein. From the net 
amount of such deposits so made by me, 
( ), shall pay said expenses.” 
Paragraph “J” of the policy is as fol- 
lows: 

“Subscriber’s liability shall be and is 
hereby fixed and limited to am amount 
which shall in no event exceed or be ex- 
tended beyond one additional full annual 
premium deposit on any risk during any 
one year; and neither our attorney in 
fact, deputy, nor any other subscriber, 
nor any other person shall have author- 
ity to bind or obligate us in any amount 

in excess of the above fixed limited lia- 
bility.” 

“This purports to be modified by the 

following endorsement: Non-assessable 
endorsement. 


“It is hereby understood and agreed 
that paragraph ‘J’ of the policy to which 
this endorsement is attached is hereby 
changed to read as follows: 

“The liability under this policy shall 
be fixed and limited to the amount of 
any premium deposit and application fee 
provided for in this policy. Attached to 
and forming a part of this contract 
— ( ), day of ( ), 
A part of paragraph “H” of the policy 

also copied at this point and is as follows: 

“It is understood and agreed that 
there is assumed by each subscriber, 
severally and not jointly with any other 
subscriber, a portion of the aggregate 
liability hereof, not in excess of his 
equitable pro-rata share thereof, consid- 
ering the aggregate amount of all de- 
posits made for the period in which the 
loss may occur, as subscribers carrying 
the same kind of insurance at the asso- 
ciation at the time of the loss, subject to 
the limitations as provided in Section 
‘J’ hereof. The personal pronoun to re- 
fer to subscriber shall apply regardless 
of number or gender.” 


The language already quoted serves to 
illustrate the underlying difficulty of pro- 
viding complete indemnity by means of 
the exchange of insurance contracts by 
the reciprocal system without a contingent 
liability for further assessments. For in- 
stance, in the “Subscribers Agreement and 
Application” the attorney in fact is given 
“full power” to do and perform every act 
that the subscriber could personally do in 
relation to contracts of insurance and re- 
insurance thereof except that he shall not 
bind the subscriber for “more than my pro- 
rata share on any one contract.” “The pro- 
rata share” provision is evidently designed 
for and is necessary to give complete cov- 
erage. It is apparent that such a power 
involves the right to assess. In the next 
sentence it is provided that the attorney in 
fact is authorized “in my name to execute 
any and all documents and to do any and 
all things necessary to effect compliance 
under the laws of any state with respect to 
the exchange of the insurance contracts 
provided for herein.” This authority is 
broad and unlimited in that it authorizes 
the attorney in fact to exchange contracts 
in states which may expressly require 
assessment obligations to be incurred even 
if it might otherwise be avoided. Again, 
it is provided, after enumerating certain 
expense items, that the subscriber agrees 
to deposit with the attorney in fact “from 
time to time, and when called for by it, a 

(Continued on Page 18) 
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Large Building Operations Involve Complicated Legal Problems As Well As Puzzling Technical Difficulties 


The Law On Unfinished Building Fires 


Rulings of the Courts On Insurable Interests of Contractor and Owner In 
Cases I nvolving Structures In Process of Completion 


UILDINGS in course of con- 
struction are subject to some 


unusual fire hazards. Wooden 
scaffolding, piles of lumber and lathe, 
stationary engines and other machin- 
ery, and the accumulated rubbish of 
construction, form a dangerous com- 
bination of combustible materials. 
Add to these the Irishman and his 
pipe, and we have the materials for-a 
first-class fire. 

The disastrous fire in the Riverside 
Church in New York City last Janu- 
ary, and the spectacular blaze in the 
tower of the Sherry-Netherland Ho- 
tel two years before, are striking illus- 
trations of the fact that lofty build- 
ings of so-called “fire-proof” con- 
struction are frequently in greater 
danger from fire when uncompleted 
than when completed. For such 
buildings, generally speaking, a higher 
rate is charged than the rate on the 


By EDWIN W. PATTERSON 


Professor of Law, Columbia University. 
Author of “The Insurance Commissioner 
in the United States.” 


completed and occupied building. On 
the other hand, for private dwellings 
and the smaller apartment houses, no 
difference in rate is ordinarily made. 
The fire hazard on a building in 
course of construction is probably no 
less, and may be greater, than the 
risk on the finished structure. It thus 
behooves the owner and the contrac- 
tor, and any other persons having in- 
surable interests in the edifice, to pro- 
cure proper coverage of their respec- 
tive interests as soon as the founda- 
tions are begun. To wait until the 
building is completed is to court dis- 
aster. 

What persons have insurable inter- 
ests in such buildings? What is the 
nature and extent of such interests? 


What form of policy should be ob- 
tained in order to give them proper 
legal coverage? The present article 
will endeavor to answer these legal 
questions. In a previous article in 
this JouRNAL, “Mr. Marshall has 
discussed the problems of preventing 
fires in such buildings. Even after 
all feasible precautions have been 
taken, some unavoidable fire risks 
will remain. These risks should be 
shifted to a responsible insurance car- 
rier who makes a business of assum- 
ing them. The process of shifting 
them ‘involves some peculiar legal 
problems. 

The most important classes of per- 
sons having insurable interests in un- 
completed buildings are two: 1. The 
building (contractor); 2. The own- 


(1) Marshall, Fires in Uncompleted 
Buildings, 6 Journal of American Insur- 
ance, No. 9 (Sept., 1929) p. 11. 
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er. The builder may think that it is 
not worth while for him to take out 
insurance on a job which will be com- 
pleted within sixty or ninety days. 
Yet any day or night his profits on the 
job may go up in smoke. Not only 
that, but unless he has thrown the 
fire risk on the owner by 2z stipula- 
tion in the contract, he will be obliged 
to rebuild the burned structure with- 
out additional compensation from the 
owner. Even apart from this, he 
should still bear in mind that the 
building stands as security for the un- 
paid balance of the contract price, and 
accordingly the destruction of the 
building will wipe out his security. In 
short, he has two interests: 1. The 
mechanics’ lien interest. 2. The con- 
tingent liability interest. (This phrase 
is not to be confused with “contin- 
gent liability insurance,” but refers 
merely to the contractor’s liability to 
rebuild in case of fire.) 


The Builder's Lien 


NDER the statutes of each state 

of the union the builder has a 
mechanic’s lien on the building to se- 
cure the payment of the compensation 
due him under the terms of his con- 
tract with the owner. By taking cer- 
tain legal proceedings in accordance 
with these statutes he can assert his 
claim not only against the owner but 
against any subsequent purchaser of 
the land, and can eventually have the 
property sold to pay his claim. 

The highest courts have had no 
hesitancy in holding that the builder 
has an insurable interest in the build- 
ing, and may therefore recover judg- 
ment on a fire policy, where his lien 
has been perfected by a judgment of 
foreclosure and sale, “and even 
where, at the time when the fire oc- 
curs, no steps have been taken to per- 
fect the lien, though not where the 
statutory period for the filing of the 
lien or the taking of other steps to 
perfect it, has then expired. “)Un- 
der a policy insuring his lien interest 
the builder can collect from the in- 
surer neither more than the amount 
of damage to the building nor more 
than the amount of his unpaid com- 
pensation for work already done, plus 
court costs, if any, and other items 
which may be incident to his lien. The 
purpose of the fire insurance contract 
is to provide indemnity, and in no 
case would the builder be entitled to 
more than the actual damage sus- 
tained. 

On the other hand, the builder’s 
claim against the insurer is not re- 
duced because the owner of the 
burned building is legally liable (as 
he may be, in some cases) and finan- 
cially able to pay the builder’s com- 
pensation. In such case the builder 
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could still collect from the insurer, 
and the insurer would be subrogated 
to the builder’s claim, against the own- 
er for the unpaid compensation. 
While the present writer has found 
no court decisions precisely to this 
effect, ‘)the conclusion seems inevit- 
able from the similarity of the build- 
er’s lien to that of the mortgagee. It 
is well settled that the insurer, on pay- 
ing the mortgagee under a policy 
which insures the mortgagee alone, 
steps into the mortgagee’s shoes and 
may collect the mortgage debt from 
the mortgagor. ‘® 

Not only the general contractor, 
but also the firms furnishing building 
materials to the general contractor, 
(7)Jaborers, sub-contractors, and all 
other persons who, by the terms of 
the statute, are given a lien on the 
building, have insurable interests in 
it and may protect themselves ac- 
cordingly. Moreover, if the lien- 
holder (meaning any of the parties 
above named) assigns his lien to a 
bank or other money-lender as secur- 
ity for a loan, the assignee will like- 
wise have an insurable interest which 
he may protect. 

oC 

HAT is the proper form of pol- 

icy to protect such a lien-hold- 
er’s interest? In the first place, it is 
clear that he may not safely rely upon 
a policy procured by the owner in his 
own name, without any reference to 
the lien-holder’s interest.) In the 
case last cited the Federal court in 
California held that the builder, even 
though he had a mechanic’s lien on 
the building when it burned, had no 
right to any of the insurance money 
collected by the owner’s trustee in 
bankruptcy, who had insured the 
buildings in his own name. Similarly, 
a policy in favor of the general con- 
tractor and the owner does not pro- 
tect materialmen who are not named 
in it. 

The fire policy protects only those 
who are named or referred to in the 
policy or in the riders attached to it. 
Furthermore, the standard policies 
contain clauses which make the insur- 
ance void if the insured is not “sole 
and unconditional owner” of the 
premises. Hence, even if the con- 
tractor or other lien-hoider is named 
in the policy, he should be sure that 
the policy contains words which suf- 
ficiently describe his limited interest 
and thus prevent the operation of the 
forfeiture clause. 

Such words should be written on 
the face of the policy, after the name 
of the person insured. It is not suf- 
ficient to have this point covered 
merely by an oral agreement with 
the agent, outside the policy, for the 


company has a right to insist that its 
obligations be measured by the terms 
of the writing.“° However, the 
courts have not required a full or 
precise description of the builder’s in- 
terest. Such phrases as “builder’s 
risk,”“!) “contractor’s insurance,” 
(2) and even the stock phrase, “as 
his interest may appear,’’“) will suf- 
fice to let in proof of the exact nature 
and extent of the contractor’s insur- 
able interest.“*) The various “build- 
er’s risk” riders which are attached 
to policies on buildings under con- 
struction will probably not be suff- 
cient, standing alone, to answer this 
purpose, for they merely permit the 
construction work to be carried on 
and do not refer to the persons who 
are insured. 


The contractor will also want in- 
surance on his tools, machinery, scaf- 
folding and other property which he 
uses in the erection of the building, 
and in the building materials which 
are delivered on the ground but not 
yet incorporated in the permanent 
structure. He can insure these as 


(2) Harvey v. Cherry, 76 N. Y. 436, 440 
(1879). The builder’s interest is like that 
of a mortagee of the property. 

(3) Stout v. City Fire Ins. Co., 12 Ia. 
371, 380 (1861) ; Franklin Fire Ins. Co. v. 
Coates, 14 Md. 285, 295 (1859). Likewise, 
where the builder has taken some, but not 
all, of the steps required to perfect his lien. 
Royal Ins. Co. v. Stinson, 103 U. S. 25, 26 
L. ed. 473 (1881). 

(4) See Royal Ins. Co. v. Stinson, supra, 
note 3. The particular statute must be 
consulted to determine the time limits. 
Usually the period is three or six months. 

(5) The court assumed that the insurer 
would be subrogated in deciding the case 
of Royal Ins. Co. v. Stinson, supra, note 3. 

Pa Richards, Insurance Law, (3rd ed.) 
65. 


(7) Franklin Fire Ins. Co. v. Coates, 
supra, note 3. 

(8) Anderson v. Quick, 163 Cal. 658, 
126 Pac. 171 (1912) (builder has no claim 
to insurance money collected by owner 
under owner’s policy) ; In re San Joaquin 
Valley Packing Co., 295 Fed. 311 (1924), 
cert. denied 265 U. S. 583, 44 Sup. Ct. 459. 

(9) Mosser v. Donaldson, 7 Pa. Cas. 
277, 10 Atl. 766 (1887) (building contract 
limited insurance to owner and general 
contractor). 

(10) However in many states the com- 
pany is “estopped” to repudiate the agents 
oral “waiver” of the forfeiture clause. See 
Vance, Waiver and Estoppel in Insurance 
Cases, 34 Yale Law Journal, 842 (1924) ; 
note, 27 Columbia L. R. 330. 

(11) Commercial Fire Ins. Co. v. Capi- 
tal City Fire Ins. Co., 81 Ala. 320 (1886) ; 
Sammons & Bishop v. American Home Ins. 
Co., 94 S. C. 366, 77 S. E. 1108 (1913). 

(12) Germania Fire Ins. Co. v. Thomp- 
son, 43 Kan. 567 (1890). 

(13) Sullivan v. Spring Garden Ins. Co., 
34 N. Y. App. Div. 128, 58 N. Y. Supp. 
629 (1898). 

(14) Germania Ins. Co. v. Thompson, 
supra, note 12. 
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Insurance Policies, Junior and Senior Mortgages, Mechanics Leins and the Like Are All Intimate Parts of Construction Projects 


owner, and can combine this insur- 
ance with a policy covering his insur- 
able interests in the building. In 
order to do so, he must be careful to 
mention them in the “description of 
property” in the policy or in a rider 
attached thereto, for insurance on the 
building will not cover such movable 
property. The New England rider on 
‘ “Building in Process” expressly cov- 
ers machinery, building materials, and 
supplies,“5) though probably not 
tools nor removable scaffolding. The 
particular rider used should be care- 
fully scrutinized to see that it covers 
all these items. 


The Builder's Liability Interest 
S soon as the builder permanently 
incorporates his building mate- 
rials into the structure, even though 
it be uncompleted, the ownership of 
these materials passes to the owner 
of the land on which the building 
stands.“®) However, it would be a 
mistake to suppose that the iuilder 
has thus partly satisfied his obligations 
under his building contract. Unless 
the contract contains an express stip- 
ulation that the contractor shall not 
be liable in case of fire, he is legally 
bound to do the work over again and 
complete the building without addi- 
tional compensation. If he fails to do 
so, after a fire has destroyed the un- 


completed edifice, he not only has no 
claim against the owner for compen- 
sation for his work and materials, but 
also is bound to repay the owner any 
partial payments already received!) 
and is further liable to pay the owner 
damages for not fulfilling his con- 
tract.“8) These several interests of 
the builder might be separately dis- 
tinguished, but for the present pur- 
pose they may be grouped together as 
the builder’s “contingent liability in- 
terest.”’ 


The courts have frequently recog- 
nized that the builder has something 
more at stake in the uncompleted 
building than merely his mechanic’s 


lien for the unpaid price.“ If he 
has been fully paid for the work done 
down to the time of the fire, his lien is 
discharged because the owner is no 
longer indebted to him; yet his liability 
interest (now no longer contingent) 
continues because he is bound to ful- 
fill his contract. Hence, the courts 
have held that even if the contractor 
has been fully paid the value of his 
work, he may nevertheless collect 
from his insurer the full amount of 
the damage by fire to the uncompleted 
building.{29 Logically, the court 
should require proof in such cases 
that the builder will actually rebuild 
in accordance with his contract,—or 


compensate the owner for his failure 
to do so. However, the proof of such 
a future event would be difficult if not 
impossible, and the courts, in the cases 


(15) See Smith v. Caledonian Ins. Co., 
195 Mo. App. 379, 191 S. W. 1034 (1917) ; 
Bushey v. American Ins. Co., 237 N. Y. 24, 
142 N. E. 340 (1923), for the interpreta- 
tion of “builder’s risk” clauses to include 
materials on the ground but not attached. 
On the other hand, the “builder’s risk” 
clause was held not to cover a building 
being repaired, but only the new materials. 
Mixon v. St, Paul Fire & Marine Ins. Co., 
147 La. 302, 84 So. 790 (1920). 

(16) See Anderson v. Shattuck, 76 N. H. 
240, 246, 81 Atl. 781 (1911). By special 
agreement between the builder and the 
landowner the builder may retain owner- 
ship of the building. However, such agree- 
ments are very unusual. The case of Com- 
mercial Fire Ins, Co. v. Capital City Fire 
Ins. Co., supra, note 11, contains an erron- 
eous discussion of this question. 

(17) Tompkins v. Dudley, 25 N. Y. 272 
(1862) ; School Dist. No. 1 v. Danthy, 25 
Conn. 530 (1857). 

(18) Adams v. Nichols, 36 Mass. (19 
Pick) 275 (1837); and cases cited in last 
note; Williston, Contracts, sec. 1964; 5 L. 
R. A. (N. S.) 1105, note; U. S. Fidelity & 
Guaranty Co. v. Parsons, 147 Miss. 335, 
112 So, 469 (1927). 

(19) See Protection Ins. Co. v. Hall, 54 
Ky. 411, 430 (1854) ; Atlantic Basin Iron 
Works v. American Ins. Co., 222 App. Div. 
(N. Y. Sup.) 608, 613, 226 N. Y. Supp. 
676 (1928) for discussion of the types of 
interests. 


(20) For Note 20 See Next Page 
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just cited, did not require such proof. 
Probably the owner can be relied upon 
to see that the builder does not get 
something for nothing. 

Here again, the proper wording of 
the policy is important. Since the 
builder’s liability interest does not 
amount to “sole and unconditional 
ownership,” appropriate words must 
be inserted in the policy to indicate 
the nature of his interest. The phrases 
above mentioned?!) are sufficient to 
designate both classes of interests. 

One part of the contractor’s liabil- 
ity, as outlined above, probably would 
not be covered by the ordinary fire 
policy, namely, the contractor’s liabil- 
ity to pay damages to the owner for 
not completing the building. The 
measure of damages for total failure 
to perform would be the difference 
between the contract price and the 
price which the owner would have to 
pay another contractor to erect the 
building.‘22? Only if the fire physic- 
ally prevented the contractor from 
performing his contract could it be 
said that the contractor’s loss is “loss 
or damage by fire” within the mean- 
ing of the fire policy, and even then, 
it would have to be insured as “spe- 
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cial damages under building contract,” 
or some such phrase. 9) 
When Builder Not Liable 

HE builder’s liability to perform 

his contract, or to repay advances, 
after the uncompleted building is 
burned, is subject to two classes of 
exceptions. The first arises from a 
clause in the contract itself. The con- 
tract may place the risk of fire partly 
upon the owner,‘%*) or wholly upon 
the owner.‘25) The standard form of 
eontract prepared by the American 
Institute of Architects (the “A. I. A.” 
contract) contains an express agree- 
ment by the owner to procure fire in- 
surance on the building to the extent 
of at least eighty per cent of the value 
of building and materials, for the 
benefit of the contractor. (26) 

(Text Continued on Page 30) 


(Footrotes Applying to This Page Are 
Below) 


(20) Sammons & Bishop v. American 
Home Ins. Co., 94 S.C. 366, 77 S. E. 1108 
(1913) ; Ulmer v. Phoenix Fire Ins. Co., 61 
S. C. 459, 39 S. E. 712 (1901); King v. 
Phoenix Fire Ins. Co., 195 Mo. 290, 311, 
92 S. W. 892, 113 Am. St. Rep. 678 (1906). 
So, where the contractor agreed to insure 
for the benefit of the owner. Cushing v. 
Williamsburg City Fire Ins. Co., 4 Wash. 
538, 30 Pac. 736 (1892). 


(21) Notes 11, 12, 13. See especially 
Sammons & Bishop v. American Home 
Ins. Co., 94 S. C. 366, 77 S. E. 1108 (1913). 


(22) Simons v. Wittman, 113 Mo. App. 
357, 88 S. W. 791 (1905) ; Williston, Con- 
tracts, sec. 1363; U. S. Fidelity & Guar- 
anty Co. v. Parsons, 147 Miss. 335, 112 So. 
469, 472 (1927). 

(23) If the builder, because of the fire, 
is delayed in completing the building and 
has to pay liquidated damages for delay, 
he should be able to recover on a policy so 
worded, by analogy to insurance covering 
loss of rents or profits. So, if the cost of 
doing the work had increased after and by 
reason of the fire. See U. S. Fidelity & 
Guaranty Co. v. Parson, 147 Miss, 335, 
112 So. 469 (1927). 


(24) As in Anderson v. Quick, 163 Cal. 
658, 126 Pac. 871 (1912), where the con- 
tract provided that in case of fire the build- 
er should keep the payments already made 
but should be entitled to nothing more. 
Such a provision makes the risk dependent 
upon the accidental circumstance of pay- 
ment, and is therefore a haphazard division 
of the risk. 


(25) As in St. Clara Female Academy 
v. Northwestern Ins. Co., 98 Wis. 257, 73 
N. W. 767 (1898). 


(26) Williston, Contracts, vol. V, p. 19: 
—“‘Art. 21. Fire Insurance—The owner 
shall effect and maintain fire insurance upon 
the entire structure ... and upon all mate- 
rials, in or adjacent thereto and intended 
for use thereon, to at least eighty per cent 
of the insurable value thereof. 


The Merchandise Mart In Chicago One of the Largest Buildings In the World, Is Rapidly Nearing Completion 





Photo By U.& U. 


JOURNAL OF AMERICAN INSURANCE 


On No Other Group of Professional Men Does Such Important Responsibility Fall As Is Intrusted to Modern Surgeons 


Business and the Medical Profession 


An Address Before the Recent Convention of the American College of 
Surgeons at the Stevens Hotel, Chicago 


N an article which recently ap- 

peared in the New York State 

Journal of Medicine, Dr. Wins- 
low, of New Haven, called attention 
to a famous Chinese proverb, which 
goes something as follows: “The 
high grade doctor serves the nation; 
the middle grade doctor serves the in- 
dividual and the low grade doctor 
merely treats physical ailments. The 
doctor who not only considers his pa- 
tient as a whole individual rather than 
a mere mass of symptoms but also 
considers the entire life of the indivi- 
dual in relation to his occupation and 
his home and the society in which he 
lives, is indeed the one who serves the 
nation and who serves mankind.” In 
the brief reference that I shall make 
to the medical profession I shall have 
in mind, and I[ hope you will have in 
mind, that the great majority of its 
members classify under the Chinese 
proverb as high grade doctors. 


By JAMES S, KEMPER 


President of the Lumbermens Mutual Casualty 
Company 


Except as applied to life insurance 
the interest of insurance companies 
in cooperative work with the medical 
profession came with the enactment 
of workmen’s compensation legisla- 
tion in the year 1911 and the years im- 
mediately succeeding. True, the cas- 
ualty companies had medical depart- 
ments in connection with their health 
and accident business but by and large 
these departments were maintained 
not so much for the benefit of the in- 
jured person as for the protection of 
the companies against possible frau- 
dulent claims. I regret to say, too, 
that in some cases medical depart- 
ments were used more largely to de- 
feat claims than to justify them. 


URING the early days of com- 
pensation legislation there was 
a disposition on the part of some in- 
surance companies to view the pay- 
ment of compensation claims in much 
the same manner as they had previ- 
ously viewed the payment of indem- 
nities under health and accident con- 
tracts and employers’ liability poli- 
cies. With the advent of compensa- 
tion, however, came a largely in- 
creased interest on the part of the ém- 
ployer in the handling of payments 
to his injured men. That, combined 
with the forward looking, humanita- 
rian viewpoint of many of the insur- 
ance companies, brought about in a 
comparatively few years a complete 
revolution in the insurance attitude 
toward the whole question of the care 
and compensation of injured men. 
I well recall that in the early days 
of our own company we were taken 
to task by an insurance executive of 
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the old school who, in all sincerity, 
predicted for us a disastrous future 
if we continued our policy of imme- 
diate recognition of injuries to work- 
men and proper compensation to and 
rehabilitation of injured men as a just 
charge against the cost of operation 
of any business. 

I recall, too, that our attitude to- 
ward the medical profession was also 
criticized and I think in good faith. It 
seemed to us that if the spirit of the 
compensation act was to be properly 
carried out it could only be done 
through the closest possible coopera- 
tion and the utmost effort toward mu- 
tual understanding between the em- 
ployer and his insurance carrier, the 
employee, and the doctor. So we took 
the doctors into our confidence and 
gave them practically carte blanche all 
along the line. It was rather unusual 
for an insurance company to say to a 
doctor that it would leave its interests 
entirely in his hands and yet that is 
exactly what we did and it is with no 
little pleasure and gratification that I 
am able to say to you today that our 
confidence was not misplaced. 

Business expects much of the med- 
ical profession, and properly so. Ad- 
mittedly, there is a great deal that 
could be criticized in the way of in- 
adequate and unskilled attention, ac- 
ceptance of so-called split fees, prof- 
essional jealousies and unnecessary 
and unjustifiable red tape, particular- 
ly in hospital procedure. 


I hope and believe that evidences of 
what may be unnecessary red tape in 
the medical profession are exceptions 
that prove the general rule of your 
sound judgment and common sense. 


If the modern business man were 
to make one recommendation to the 
modern doctor it would be to take the 
mystery out of medicine. American 
business has long ago discarded its 
swaddling clothes in the matter of 
business policy. Today, it not only 
collaborates and cooperates with com- 
petitors in matters of mutual interest 
but it encourages employee owner- 
ship, customer ownership and public 
ownership. And it takes the custo- 
mer and public into its confidence. 
Open, frank, straightforward, fair 
dealing has come to be the rule and 
not the exception in modern business. 

oO 

ND so we of business suggest to 
Fi, wert of medicine that you take the 
customer and the public into your 
confidence. We commend the steps 
you have already taken to tear dowr 
the walls of secrecy that too long 
have surrounded your fine profession. 
We feel certain that if you do succeed 
in taking the mystery out of medicine 
it will redound to the credit of the 
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profession and add tremendously to 
its accomplishments and to your own 
satisfaction and profit. 

Reverting now to the insurance as- 
pect of the situation. If the compen- 
sation insurance carrier as the repre- 
sentative of the employer is ade- 
quately to fulfill its mission, it must 
have from you the best and most con- 
scientious effort you can give. It is 
reassuring in this connection to ob- 
serve the increasingly prominent po- 
sition which the industrial surgeon 
holds in the profession and the in- 
creasing respect in which he is held 
by insurance. There is scarcely a 
company of any consequence today 
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but has a medical department made up 
of the best talent available. And it is 
encouraging, too, to observe that the 
average staff surgeon is open minded 
with respect to new developments in 
the handling of cases and is invariably 
willing to benefit by the judgment of 
a fellow surgeon outside. 


Insurance companies now view the 
selection of a medical staff as a matter 
of first importance. This is not only 
proper from your standpoint but nec- 
essary from ours. It is much more 
difficult for us to get competent surg- 
ery for industrial accidents in the 
smaller communities than for such 
work as appendicitis, for example. 
When you realize that a very large 
proportion of our losses come from 
permanent partial disabilities left by 
fractures you will appreciate how im- 
portant it is that we should have not 
only good surgeons but those skilled 
in traumatic surgery. 

QOD 
OT a day goes by in our com- 
pany that we do not want the 
name of someone in Michigan, or 
Iowa, or Minnesota or some further 
away state to do important surgical 





work. It seems to me that the Amer- 
ican College can do the profession and 
business a distinct service by making 
available to those of us who repre- 
sent the employer information as to 
the men best equipped to do traumatic 
work. I understand that something is 
already being done by the profession 
itself to provide more intensive grad- 
uate courses in traumatic surgery. I 
cannot conceive of a better method to 
equip this great specialty in surgery 
as it deserves to be equipped. The 
path which has led to specializing in 
industrial surgery has been too hap- 
hazard in the past and if a definite 
channel can be established similar to 
that provided for those wishing to 
specialize in eye, ear or nose work, it 
would help both the profession and 
the industry it serves. 


There is one great field of indus- 
trial surgery and insurance medical 
service that is still in its infancy. I 
refer to the rehabilitation of injured 
men, the restoring of victims of in- 
dustry to a status of self respect, 
again making them able to support 
themselves. In my judgment there is 
scarcely a task facing you, the medi- 
cal profession, and us in business to- 
day which has a better right to de- 
mand the best of effort and brains that 
we can lend. The work being done by 
federal and state agencies should be 
supplemented by organized help from 
private agencies. Every contribution 
toward making rehabilitation more 
effective is a great social service and 
I am sure you will agree with me that 
your profession and business should 
become increasingly active in this 


field. 


In the history of the world, of all 
times this is the economic era. In 
this era the world looks to business 
for the maintenance and enhancement 
of that standard of living which 
makes the home life of the artisan of 
today more expansive and comfort- 
able than that of the king of yester- 
day. American business has meas- 
ured up to this opportunity. Amer- 
ican standards of living, conveniently 
measured in the number of automo- 
biles or bath tubs, for example, sur- 
passes anything heretofore known. 

Qo 


O measure up to the opportuni- 

ties of the future business must 
first of all be kept fit physically. We 
look to you of the medical profession 
to do this job for us and to do it even 
better in the future than you have in 
the past. We ask you to help us fit the 
applicant to the work suited to him. 
The efficiency of men and women in 
business should be improved by tak- 
ing adequate care of those whom the 
workers leave at home in the morn- 
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ing and return to in the evening. We 
should extend every effort to see to it 
that the man who is injured is made 
comfortable and is returned to work 
without depreciation in his capacity 
for work. 


We expect in this work that you 
will indeed go on from wonder to 
wonder so that the traumatic surgical 
marvel in repair and rehabilitation of 
today will be the commonplace of to- 
morrow. I am sure you would not 
want us to set for you an attainment 
any less lofty. Particularly we want 
you to place an emphasis upon human 
values that will prevent the possibility, 
however slight that possibility may be, 
that dollars and cents will ever, even 
unintentionally or thoughtlessly, be 
allowed for one moment to weigh in 
the balance against sacred human life. 
The true measure lies in the preserva- 
tion of invaluable personalities, in the 
retention of loyal and experienced 
workmen and the satisfaction that 
comes from defeating death, disfig- 
urement and disaster. 


Business expects to be held to the 
highest mark of idealism in the care 
of its injured workman. By the same 
token business expects that traumatic 
sugery will cooperate in eliminating 
those who would prostitute the pro- 
fession, who would bear false witness 
or condone perjury or who would con- 
tribute in any way to an improper re- 
ward to an individual, which must al- 
ways be to the disadvantage of the 
fair and honest and honorable. 
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Hospital Care For the Industrially Wounded is a Large Factor in Keeping Up the Morale of Employees 


OURS is a great heritage. 
Through all the years men and 
women in every rank of life and so- 
ciety and business have entrusted 
their all to your care. It should be 
inspiring to you, as it is to the world 
at large, that you have measured up 
to this great trust, to this great re- 
sponsibility. You men who have in- 
terested yourselves in industrial sur- 
gery are in a comparatively new field. 
The record you have made, measured 
by any standard in your profession 
or in the business world at large, is 
worthy of our best traditions. 

But the field is large and the skilled 
laborers, comparatively speaking, are 
few. I doubt not that in the develop- 
ment of your work you will have the 
full cooperation of your profession as 
a whole and I know that I speak for 
the forward looking and right minded 
executives of the casualty insurance 
business when I say to you that you 
will have, too, from them in full meas- 
ure the consideration, the cooperation 
and the conscientious support which 
you and the cause you serve so fully 
justify. 

o2o 


United Mutual of Boston 
Elects Chas. F. Galloway 


N announcement sent out by the 
United Mutual Fire Insurance 
Company of Boston, brings the news 
that Charles F. Galloway, former 
head of the underwriting department 
of that organization, has been elected 
to the office of Assistant Secretary. 







South Carolina Commis- 
sioner Discusses Auto 
Merit Rating 


Hon. Sam B. King, Insurance Com- 
missioner of South Carolina, says in 
a recent communication : 


“T-regard the plan Auto Merit Rat- 
ing as wholly defective, unworkable, 
and one that would lead to endless 
confusion. 


“FIRST: The plan would discrim- 
inate to the advantage of the unscru- 
pulous agent against the interest of 
the scrupulous one, thereby, defeating 
the real purpose of the plan as affects 
the ethical agent and the companies. 
The reason for this statement must be 
obvious to you. 

“SECOND: The question of 
wrecks is a speculative one—the care- 
fulness or carelessness in the opera- 
tion of automobiles—the one causing 
the wreck should be determined by a 
Court of competent jurisdiction. I 
note that this provision does not ap- 
pear anywhere in your Merit Rating 
Form, therefore, if the Court has not 
determined the issues involved for a 
period of two years, the question 
arises whether or not the plan dis- 
criminates against a person who is en- 
titled to the credit. 


“THREE: The matter of collect- 
ing twice the amount of the reduction 
allowed, in the event applicant has 
made mis-statement of facts, would 
in my opinion, almost invariably be 
non-collectible.” 
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Comments on “Why the Insurance 
Dollar is Buying More” 


WRITER in Forbes Magazine, Mr. Bennett 
Moore, of the Liberty Mutual Insurance Com- 
pany of Boston, Mass., ventures in a clear concise 

way to tell the simple:truth about insurance, which may 
be bought to better advantage, as he says, by “eliminat- 
ing the middleman.” This plain statement of fact appar- 
ently enraged Mr. W. H. Bennett, Secretary of the Na- 
tional Association of Insurance Agents, who immediately 
sat down and wrote an “answer” to the article, which 
masterpiece in pamphlet form has been spread broad- 
cast, particularly among the stock company agents. 


We surmise that Mr. Bennett was enraged because he 
forthwith began to see red to the extent that the mutual 
idea in his eyes assumes the guise of radical socialism 
and leads him to make odd remarks about the methods 
of Russia not being suitable for the United States. 
Would that poor old Russia did have a tincture of the 
common sense that characterizes the mutual idea, which 


is as American as the Declaration of Independence it- 
self. 


The remainder of Mr. Bennett’s screed is devoted 
mostly to a fanfare in praise of the stock insurance 
agent, who is represented as being devoted to a simon 
pure service to policyholders, a shepherd leading his 
flock in safe paths that no harm may come to them via 
the mutuals who are bent on leading them astray. He 
quotes from a six-year-old statement of a former Presi- 
dent ot the United States Chamber of Commerce, but 
nowhere does he find any evidence that it is wicked or 
socialistic for a solicitor to sell mutual insurance. But 
notwithstanding there is in his plea something of the 
fervor of a high priest whose sacrifice to a pagan idol 
has been rudely interrupted. Almost, the question is 
asked of Heaven, why is not this evil mutual idea swal- 
lowed up for its effrontery, and the sin of its careful, 
frugal management. 


owen 


TOCK casualty companies, he says, write 85% of the 
Insurance of America, and as to the other 15%, the 
assessment goblins will get them if they don’t watch out. 
The matter is even more amusing because the writer of 


the pamphlet takes himself so seriously. But it is a mat- 
ter also for regret that the situation has grown so tense 
that a stock insurance man cannot contemplate a mutual 
idea without being seized with a violent attack of hys- 
teria. Surely it is wide of the mark, to fling the asser- 
tion that stock agents are the only reliable insurance ad- 
visers. Doubtless many of them are reliable and even 
benevolent (as asserted), but simply because they receive 
a commission, instead of a salary as most mutual solici- 
tors do, is scarcely a good reason why the stock repre- 
sentatives alone are worthy to be trusted. On the con- 
trary has not the one who secures a stock company com- 
mission on insurance premiums a constant tendency to 
see to it that the premium is as high as possible? Cer- 
tainly there is little incentive, except where competition 
is strong, for a stock company agent to advise ways and 
means to cut down the cost of a policy. While on the 
other hand, the mutual solicitor whose income does not 
depend on high premiums, is encouraged from the very 
nature of his business to reduce hazards to the lowest 
terms and thus reduce net premiums. 


As a matter of fact, many stock company agents have 
reason in their own minds to think well of mutual insur- 
ance, and indeed constantly approach mutual companies 
for positions. 


To say that a stock agent is more learned in insurance 
matters than mutual solicitors is merely fanning the air. 
The mutuals from the beginning until now, have always 
gathered around them the best brains in the nation. 
While if the public would like a true picture of the stock 
agent, a recent statement of Commissioner Livingston of 
Michigan may be enlightening, in which he points out 
that 85% of them are of such uncertain quality that they 
produce only 15% of the business of the companies they 
represent. Think of the average stock agent, generally 
selling insurance only as a side line to a meager law 
practice, or mortgage loan business—and can he by any 
manner of speaking, be regarded as an up-to-date insur- 
ance specialist! Some of the brightest of stock compan- 
ies are beginning to see this, and are demanding that 
their agents approach in some degree the quality of the 
mutual solicitors. Such a consummation would lead to 
more brass tacks, and less of loose accusation. 


SO 


UTUAL Insurance never has engaged in any cru- 

sade against stock insurance or its agents. Our 
purpose in reality is to restore public confidence in the 
insurance business as a whole which has suffered in 
general by the zeal of certain organizations in spreading 
misinformation intended to harm only the mutuals, but 
which has reacted against the insurance industry in gen- 
eral. We believe that the insurance needs of the nation 
are so great as to require all the technical underwriting 
and actuarial skill within the ranks of both stock and 
mutual companies. Would that these could be all blended 
and welded together in one harmonious whole for the 
good of all concerned. But how can this harmony ever 
come when unwarranted attacks are periodically launched 
against the mutuals. If any one is using the methods of 
Russia it is those who like Mr. Bennett, regard them- 
selves as dictators and threaten with a kind of terrorism 
those who do not conform. How fortunate for Amer- 
ica that it is free to oppose such attempts to set-up an 
insurance despotism. 


As to assessments, Mr. Bennett admits that Mr. 
Moore’s company has never levied one. He might have 
gone further and learned to his own surprise, from sta- 

(Continued on Next Page) 





Editorial 
(Continued from Page 16) 

tistics, that mutual assessments (ex- 
cept in some purely assessment com- 
panies, mostly local) are scarcer than 
the eggs of the extinct great Auk. In 
over 177 years of history, with only 
one or two exceptions, no mutual fire 
or casualty insurance company with 
a surplus of $200,000 or more has 
ever failed or levied an assessment, 
furnishing a record which the stock 
companies cannot even approach. 
But the stock companies when they 
are faced with heavy losses, have an 
undercover assessment device of their 
own since they promptly seek means 
to raise the rates for a period long 
enough afterward to provide reim- 
bursement for themselves, and a lit- 
tle of their inevitable profit besides. 

Stock agents are held up as the 
shining lights of benevolence and 
civic progress of their communities, 
from whom it is an injustice and a 
shame to take away their commis- 
sions. But the plain truth must be 
faced that a man is entitled only to 
what he earns. If he is a “mere 
order taker” for insurance, which the 
public can buy to better advantage in 
the mutual way, why should any com- 
munity support a stock company 
agent because he gives out a dole to 
charity occasionally, and has a gift 
for slapping his friends on the back 
and calling them “Bill.” Better for the 
people concerned, if they put such an 
agent in an eleemosynary institution 
and support him there. It would 
cost much less. We never had a feu- 
dal system in American government. 
Why should we have it in insurance? 

Oona 


ND isn’t it about time to have 

done with the fiction that mutual 
insurance is patronized only by de- 
luded folks. When mutual policy- 
holders are numbered by the millions, 
and are increasing at a rate to spread 
alarm among the stock companies, 
there can be little logic in any other 
conclusion than that mutual service 
and mutual security are of the A-1 
brand. The biggest and most progres- 
sive business firms do not hesitate to 
take mutual policies. In several states 
right now, the mutuals already have 
a majority of the workmen’s compen- 
sation business, and the mutual cas- 
ualty companies in the aggregate are 
growing by leaps and bounds. The 
mutual fire companies, likewise, have 
continual large increases. The best 
evidence that people will not submit 
to stock company domination much 
longer is that, within recent years, 
public opinion has brought about the 
mutualization of practically all of life 
insurance, which is now represented 
by as fine an agency force of highly 
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trained men as exists anywhere. 
Would Mr. Bennett, who considers 
mutual insurance as socialistic, assert 
that mutual life insurance is not so- 
cialistic only because its agents re- 
ceive commission? And would he ex- 
empt from the socialistic class the 
casualty and fire mutuals who operate 
on a commission plan? If his test of 
an idea for socialism is whether or 
not it interferes with his personal 
profit, then the stock fire and casualty 
companies operating on an exclusively 
branch office and salaried employee 
basis, would automatically be thrown 
into the socialistic class. 

It seems to be a part of Mr. Ben- 
nett’s assignment to see to it that the 
minds of stock agents are kept well- 
poisoned against any and all aspects 
of mutual insurance, and for this pur- 
pose he continually manufactures 
phrases and situations which should 
have no part in an unbaised and fair- 
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minded consideration of the subject. 
Mr. Moore’s statement of facts was 
so lucid and accurate that Mr. Ben- 
nett cannot answer them, try as he 
may, with half quotations and a dem- 
agogic clanging of cymbals. Stock 
company literature has so often delib- 
erately set out to misrepresent the 
facts, that the public has lost confi- 
dence in such so-called arguments. 


We sympathize with the manage- 
ment of Forbes Magazine, which the 
evidence seems to show, has been 
threatened with dire retaliation if the 
article referred to in the beginning is 
not retracted, or at least withdrawn 
from further circulation. But know- 
ing the stubborn propensities of edi- 
tors, we rather look for Forbes’ 
Magazine to have a certain sterling 
kind of fortitude and to stand by the 
truth, especially when the truth packs 
such a solid wallop. 


Life Lights on a Business 
Background 
Thanksgiving 


By S. J. DUNCAN-CLARK 


Y neighbor across the table 

M laid down an early edition of 

the afternoon paper, and pre- 

pared to address himself to a plate of 

chicken a la king. We were lunching 

at the Knife-and-Fork club, where, 
as members, we meet frequently. 

“T see,” said he, “that the President 
has issued the usual Thanksgiving 
proclamation, and the Evening Star 
facetiously prints it in the column 
adjoining the latest bad news from 
Wall Street. A heck of a lot some of 
us have to be thankful for this year!” 

“Well,” said I, “it might be worse, 
you know. But I suspect from your 
comment it has hit you pretty hard.” 

“T cancelled a projected trip to 
Florida for self and family this 
morning,” he ansavered glumly. “The 
better seven-eighths is weeping at 
home at this very minute. She had 
gorgeous plans, and they are all 
knocked galley-west.” 

“Tough,” I commented, “but again 
I say—it might be worse.” 

“That “might be worse’ is poor 
consolation,” he grumbled. “Of 
course a fellow might be dead, or 
crippled or something like that. 
Still I can’t feel in the cheerful 
humor which the President seems to 
think ought to move us to gratitude 
and hymn singing. I had a neat lit- 
tle surplus built up—on paper. Now 
it’s gone. Nothing for it but to go 


back to work, I guess.” He smiled 
at the harsh alternative which faced 
him, a grin, reluctant sort of smile. 

“Tt seems to me,” I said, “that is 
one of the reasons why the country 
should be thankful. I happen to 
know, of course, that you have never 
quit working, and I fancy, even if 
you have to forego the Florida joy- 
ride, you will continue to eat three 
meals a day, and your sorrowing 
wife will neither starve to. death nor 
be reduced to rags for a costume. 
But a lot of us have been on a sort of 
jazz excursion for the past two or 
three years, and now it is over. We 
have been dreaming fortunes on values 
more fancied than real. I don’t mind 
admitting that I did a little dreaming 
myself. They were fine dreams while 
they lasted, but I didn’t take them too 
seriously. I knew that one of these 
days we were all going to wake up. 
But once we get the sleep out of our 
eyes and see the situation clearly the 
waking up is not going to be such a 
terrible experience.” 

“Your eloquence is inspiring,” he 
remarked, sarcastically. “Continue.” 


OS 
E was liking his chicken in spite 
of his gloom—I could see that. 
I had reached the coffee stage, and 
my cigar was under full draft. The 
invitation to continue, spiced tho it 
was with a tone of derision, encour- 
(Continued on Page 18) 
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Reciprocals In Indiana 
(Continued from Page 8) 


sufficient sum of money to pay my equita- 
ble portion of all above items and ex- 
penses.” (our italics) concluding with the 
proviso, “by the maximum amount to be 
paid by me and my liability shall be fixed 
and limited to the amount of the premium 
deposit and application fee provided for 
herein.” One clause seeks to provide the 
means for full coverage: the next clause 
limits the liability to the premium deposit 
and application fee. 

The conclusion to which I have come 
renders it unnecessary to consider in de- 
tail the above provisions. While it may be 
admitted that a “subscriber, in the absence 
of prohibitive legislation in the position of 
an insuror may limit his liability to the 
other subscriber.” I believe it will like- 
wise be admitted that in the position of an 
insured he expects full coverage up to the 
maximum sum fixed by his policy. The two 
conditions are incidental unless the actual 
“deposit premium” of the “subscriber” is 
sufficient to pay his actual pro-rata share. 
If, for any reason, the actual “deposit pre- 
mium” is not sufficient o pay the pro-rata 
share of the “subscriber,” a portion of 
such share must remain unpaid or the 
deficit be made up by further payment. 


For the security of policyholders, the 
insurance business has long been a subject 
of legislative regulation in this state and it 
was in order to provide further security to 
such policyholders that Section 6 of the 
Indiana Reciprocal Act, Chapter 102 of the 
Acts of 1919, was enacted. It is as follows: 

“There shall at all times be maintained 
as assets a sum in cash or securities of 
the kind designated by the laws of the 
state where the principle office is located 
for the investment of funds of insurance 
companies, doing the same kinds of busi- 
ness, amounting to 50% of the net annual 
deposits, collected and credited to the 
accounts of subscribers on policies hav- 
ing one year or less to run and pro-rata 
on those for longer periods; in addition 
to which there shall be maintained in the 
case of automobile insurance in cash or 
such securities assets sufficient to dis- 
charge all liabilities on all outstanding 
losses arising under policies issued, same 
to be calculated on the basis of net pre- 
miums or deposits as in this section de- 
fined and in accordance with the laws of 
the state relating to similar reserves for 
companies insuring similar risks. For 
the purpose of computing said reserves 
and assets, net deposits shall be con- 
strued to the advance payments of sub- 
scribers after deducting therefrom the 
amounts provided in the subscriber’s 
agreement for expense; if at any time 
the assets so held in cash or such securi- 
ties shall be less than required above, or 
be less than $25,000, the subscribers or 
their attorney for them shall make up 
the deficiency within 30 days after notice 
from the order of state so to do.” 

The provisions requiring the reserves as 
above provided as mandatory and upon 
the happening of the contingency above 
set out, the subscribers or their attorney for 
them are required to make up any defi- 
ciency in said reserves. The language is 
they “shall make up the deficiency.” I do 
not see how that could be done except by 
assessment. This provision, in my opinion, 
is clearly for the protection of the sub- 
scriber whose loss has not been paid and 
he has a right to look to its observance for 
its further security. If this is not true, 
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then the provision is an idle legislative 
gesture. 


For the reasons given herein, I am of the 
opinion that policy provisions of reciprocal 
insurance associations, organized under 
Chapter 102 of the Acts of 1919 purporting 
to absolve the subscriber from assess- 
ments are ineffective in so far as they may 
become necessary to the maintenance of 
the reserves required by Section 6 of the 
Act. As to what extent they may other- 
wise limit the liability of the subscriber as 
between themselves and as to third parties, 
must depend upon the terms of the con- 
tracts involved and the extent to which 
notice has been given to third parties and 
to the loss of other jurisdiction in which 
the subscriber may be operated. 


Yours very truly, 


SIGNED. 





James N. Oncen, 
Attorney General. 


Life Lights 
(Continued from Page 17) 
aged me to further expatiate on rea- 
sons for thankfulness. 

“I am going to make you agree 
with me before I am finished,” I said. 
“The real values in this great coun- 
try have not been touched by this 
stock-market debauch. Everything 
that ever was good is just as good as 
it ever was, and with no less promise 
of being better. The thing which we 
ought to. be emphasizing today is the 
fact that we have sailed thru this 
storm without suffering damage to 
the ship or loss of any really valuable 
cargo. The steadiness of the craft in 
a gale is so reassuring that it was 
worth while having the gale for the 
sake of the demonstration. 


“Probably there is no other coun- 
try in the world which could have 
made a like showing under similar 
conditions. And the reason is that we 
know the wealth which makes for 
true prosperity and which responds 
only to the labor of hand and brain is 
unimpaired and just as accessible as 
at any time. As a people we have 
faith in America and its potentialities. 
The only faith that has wavered has 


OKLAHOMA 
INSURANCE 
COMMISSIONER 
ON VACATION 


Hon. Jess G. Read, Head 
of the Insurance Depart- 
ment of Oklahoma is re- 
nowned for his prowess as 
a fisherman. This photo 
sent in by one of his 
friends, demonstrates that 
Mc. Read’s fame is found- 
ed not on fiction but on 
fact. 





been that which folks put in hunches. 
The occasional hunch is not to be de- 
spised, but a habit of relying on 
hunches is apt to interfere with the 
real business of life, and it is just as 
well something happened to check its 
development. 

“You talk sorrowfully—tho half 
jestingly—about having to go back to 
work. My idea is that one reason we 
ought to be thankful is just because 
we can go back to work with com- 
plete confidence that it will not dis- 
appoint us. As a matter of fact we 
have never quit working, altho it may 
be that our best efforts have suffered 
some handicap from a diversion of 
interest. Now we can concentrate on 
the real jobs, and money and energy 
will be finding their way back into 
those fields where they produce genu- 
ine values, instead of merely support- 
ing values that are largely fictitious. 
It is the weekly pay check that is the 
backbone of prosperity in this coun- 
try, and the sooner we realize that 
fact the quicker will any hangover 
worries from the night-before be at 
an end.” 

ooo 
E had exchanged his devastated 
plate of chicken for a slice of 
peach pie. It was evident his appetite 
had not been injured. 

“T guess I may as well admit you 
are talking common sense,” he said. 
“May be the President is justified in 
his optimistic summons to express 
our gratitude. I confess my mind is 
easier today than it has been in 
months, and I feel a sort of relief in 
the reflection that I am now only 
academically interested in what the 
ticker-tape has to say.” 

“Fine,” I replied, “you have come 
around quicker than I hoped. I have 
only begun to give you reasons for 
thankfulness. This is the best of all 


possible worlds for the fellow who 

gives himself honestly and industri- 

ously to developing its possibilities. 
(Continued on Page 29) 
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Insurance to Fit the Farmer’s Needs 
Consideration of What the Insured Should Have in the Way of Protection 





Against Various Hazards, With Special Reference to Rural Problems 
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By V. N. VALGREN 


Senior Agricultural Economist, U. S. Department 
of Agriculture. 


HAT forms of insurance pro- 
tection should be so devised and 


applied as to serve the needs of 
the insured rather than the conveni- 
ence of the insurer, is almost as 
axiomatic as the Biblical statement 
that the Sabbath was made for man 
and not man for the Sabbath. Un- 
fortunately the fact that a given prin- 
ciple is accepted as correct in the ab- 
stract does not always mean that it is 
closely followed. All human institu- 
tions have a tendency in their prog- 
ress and development to go off on 
various tangents rather than to pro- 
ceed along straight lines toward their 
ostensible goals. Insurance institu- 
tions and programs are perhaps no 
worse in this respect than other hu- 
man agencies and activities. They 
may even be better than the average, 
but they are by no means exempt 
from the above mentioned tendency. 


The purpose of this article is to 
apply to some of the forms of insur- 
ance protection offered to the public, 
and particularly to those forms 
offered to the farmer, the test of 
adaptation to the needs of the insured, 
in contrast with adaptation to less 
basic and less worthy principles or 
ends. One good reason for applying 
this test first and primarily to forms 
of agricultural insurance is that the 
farmer’s insurance-needs are unusu- 
ally large and numerous in proportion 
to his financial ability to satisfy them. 
If, under existing conditions, and 
with forms and rates as they now pre- 
vail, the average farmer were to at- 
tempt to safeguard himself by insur- 
ance to the same extent that the 
successful manufacturer or mer- 
chant safeguards himself by this 
means, he would thereby plunge 
himself into insolvency rather than 


promote his economic safety. That 
this does not hold true for all farmers 
is freely and cheerfully conceded. 
But that it is true for a great major- 
ity of them is hardly open to argu- 
ment. 
Qs 

HE inability fully to satisfy 

their legitimate insurance needs 
admittedly exists also in other large 
and important groups in economic 
society. But the insurance needs of 
the farmer are, as already indicated, 
peculiarly extensive compared either 
with his annual turnover or his net 
income. In addition to the more 
common forms of property insurance, 
and such personal types of insurance 
as life, health, and accident, the 
farmer in common with the city man, 
also needs various forms of casualty 
insurance. Of-the casualty forms 
may be especially mentioned those 
pertaining to ownership and use of 
automobiles and trucks, and in many 
instances employers’ liability. Acci- 
dent insurance for farmers represents 
a greater need than is generally real- 
ized. No one can handle the variety 
of animals and machinery found on 
the farm without being subject to 
many possibilities of personal acci- 
dent. Furthermore, to be as fully 
protected by insurance as the up-to- 
date manufacturer or merchant, the 
farmer should carry livestock insur- 
ance on his farm animals, and all-risk 
crop insurance up to at least a sub- 
stantial part of his investment each 
year in his growing crops. 

“Well, what about it?” the insur- 
ance man may be inclined to ask. 
“Am I, or is my company, to blame 
either for the average farmer’s 
limited buying power relative to his 
insurance needs, or for the urgency 
and variety of these needs?” By no 
means, but if this situation with refer- 
ence to the farmer is fully appreciated 
by the insurance man it would seem to 
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be incumbent upon him so to devise 
his forms of insurance protection 
that the farmer may find it possible to 
satisfy his most urgent insurance 
needs without at the same time being 
compelled to buy protection covering 
various minor needs,- or indeed 
imaginary needs, in connection with 
specific hazards. 

In order that the farmer may be 
protected against destruction by fire 
of his buildings together with their 
contents, it should not be necessary 
for him also to buy and pay for pro- 
tection against every conceivable item 
of damage to a minor piece of furni- 
ture, or clothing, or bric-a-brac, 
when the cost of adjusting the loss in 
many cases amounts to several times 
the loss itself. Neither should it be 
necessary for him to buy protection 
against serious fire losses that may 
befall him, under conditions involv- 
ing heavy allowance in the cost of 
insurance for careless underwriting 
as the result of which property is 
sold at a profit to the insurance com- 
panies by unscrupulous inceindiaries 
In order to protect himself against 
the danger of his buildings or other 
property being blown away or seri- 
ously damaged by tornado or other 
windstorm it,should not be necessary 
also to buy insurance against the 
tearing loose of a barn door left open, 
the overturning of a hay-rack result- 
ing in the breaking of a board or two, 
or the tearing away of a handful of 
half-loose shingles from a building, 
where again the adjustment-cost may 
equal or even far exceed the indem- 
nity due. To obtain needed protec- 
tion against serious damage or total 
loss of his growing crops by hail or 
other specified hazard or combination 
of hazards, it should not be necessary 
for the farmer also to buy protection 
against such minor damage or loss to 
these crops as he can himself bear 
without serious inconvenience. 

oo 


T IS hardly necessary here to 

stress the fact that all needless ex- 
tensions of insurance coverages to 
include numerous minor losses, not 
only increase the cost of needed and 
worthwhile insurance protection but 
add to such cost unduly and dispro- 
portionately through the expense 
items to which they give rise. Even 
less is it necessary here to stress the 
fact that all insurance costs whether 
represented by indemnities or by ex- 
pense of operation must in the long 
run, if not currently, be borne by the 
insured. No enduring benefit can 
possibly come to the insured by hav- 
ing frequent minor losses assumed 
and distributed by the insurance 
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company. The net result is an in- © 


creased cost of protection against the 
serious losses for which insurance is 
really and urgently needed. 


This costly and wastful practice 
cannot be blamed on the pioneers in 
insurance. The earliest fire insurance 
companies started at the opposite ex- 
treme and insured houses only, leav- 
ing the insured alone to bear any loss 
however large on the contents. Lib- 
eral extension of this pioneer plan 
was obviously justified and was very 
properly demanded by the insured. 
By this time, however, such liberali- 
zation or extension of insurance 
coverages have in various cases gone 
beyond the proper limits. 


The insured is undoubtedly in 
part himself to blame for the un- 
warranted eventual extension of in- 
surance coverages until the distribu- 
tion of insignificant losses has in 
many instances actually reached the 
point of absurdity. It is only human 
to want all that one can get under a 
guise of valid claim, and it is also 
human to let an immediate small ad- 
vantage overshadow a larger disad- 
vantage which happens to be more 
remote. Seeing an opportunity to col- 
lect a minor claim for loss the insured 
of average foresight is not likely to 
consider the disproportionate addi- 
tion to insurance costs that the press- 
ing of such claim entails. In any case 
such insured is likely to reason that 
others do the same thing and that his 
individual behavior is justified as a 
mere upholding of his rights and get- 
ting his share of what has been or 
will be contributed to the insurance 
fund. There are, however, impor- 
tant exceptions to this attitude. The 
thinking and farsighted buyers of in- 
surance recognize and resent the 
needless expenditure and wasteful use 
of insurance funds to which their 
need of insurance protection compels 
them to contribute. 


But why does the insurance com- 
pany consent to issue a policy under 
which minor losses, that present no 
need for distribution among the in- 
sured, come within the scope of the 
contract? First of all among the 
reasons for this state of affairs may 
be mentioned competition for busi- 
ness. The fact that one company 
recognizes trifling losses often leads 
another company to make its contract 
even broader in practical application 
if not in wording. Such attitude or 
action is considered justified on the 
ground of business expediency. Sec- 
ondly the liberal payment of small 
losses is frequently thought of as a 
form of practical advertising or as a 





shrewd method of purchasing good 
will for the company. 
ooo 


OW let it be temporarily as- 

sumed that this is good busi- 
ness. But if so, good business for 
whom? Only at best for the company 
in question that by this means may 
take business from its competitors. 
But if all the competitors do the same 
thing how can such a practice benefit 
the group of companies, or any one 
company for that matter? 

And most assuredly it does not 
benefit the group of insured to have 
its members favored by a wasteful 
practice which is sooner or later paid 
for by the group. Such a plan is par- 
ticularly to be regretted when it ap- 
plies to a group whose insurance 
needs in any case strain their ability 
to provide insurance protection. In 
so far as the farmer, or other insured, 
are to blame for this practice it may 
be charged to shortsightedness. In so 
far as insurance companies or their 
managers are to blame it may be 
charged either to indifference as to 
the real service rendered, or to a tacit 
assumption that the insured exist for 
the company rather than the company 
for the insured. 

Such an attitude toward insurance 
is at least understandable in a strictly 
commercial organization, formed and 
initially financed by stockholders, who 
like all other investors are motivated 
by the desire for profit on their in- 
vestments. It is more surprising to 
find the same attitude here and there 
among the officers and managers of 
mutual companies, since these com- 
panies avowedly exist solely for the 
benefit of the insured members. No 
service institution, however, regard- 
less of its ownership or form of or- 
ganization, can wisely go very far in 
allowing considerations of selfish 
aggrandizement to outweigh the true 
interests of its members or patrons. 
Happily there are some indications of 
an increasing recognition of this fact. 

As an effective and equitable 
method of eliminating small and 
trifling loss claims in any line of in- 
surance, the loss deductible clause 
under which the insured himself 
bears the initial part of all losses up 
to a stipulated amount, or up to a 
stated percentage of the damage, par- 
ticularly recommends itself. This 
method has many advantages over 
the somewhat more common mini- 
mum loss clause under which claims 
below a stipulated amount, or below 
a stipulated percentage of damage, 
are ignored, while at the same time 
claims reaching or exceeding the 
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One of Germany’s Greatest Financtal Institutions, The Deutsche Ban k of Berlin 


Insurance Supervision in Germany 


Inquiry Into Causes of Failure of Large Stock Company In Frankfort-on- 
Main Brings Up Question of Limits of State Control 


F it is true that insurance is one 
of the most markedly interna- 
tional institutions and that the 

various countries with a highly de- 
veloped insurance business can and 
ought to learn from one another, then 
it would seem to be indispensable that 
the circumstances surrounding the 
sensational collapse of a great Ger- 
man insurance company which was 
65 years old and had always enjoyed 
an excellent reputation should come 
in for a great deal of careful consid- 
eration in the United States as well. In 
that connection the problem of state 
supervision of insurance is of par- 
ticular significance — the question 
whether there is any sense and useful 
purpose in state supervision if it can- 
not prevent occurrences such as hap- 
pened in Frankfort, o.M., or how an 
insurance department should be or- 
ganized to prevent such things. These 
questions are now being very widely 


By PROF. DR. ALFRED MANES 


Berlin, Germany 


discussed in Germany both in the in- 
surace journals and the daily press. 


First of all, however, it seems nec- 
essary to describe the event above al- 
luded to—a criminal case which is en- 
tirely without precedent in the history 
of German insurance. In the English 
insurance history, however, a similar 
case is on record and has been dealt 
with by John Galsworthy in “The 
White Monkey.” In both cases, that 
of the City Equitable Fire Insurance 
Company, Ltd., in 1921 and the pres- 
ent one of the “Frankfurter Allge- 
meine Verischerungs - Aktiengesell- 
schaft” in 1929, a rich and prosperous 
insurance company earning sure prof- 
its was wrecked by unfaithful mana- 
gers, transacting business wholly for- 
eign to insurance in entirely different 
fields. In the Frankfort case, the 


largest German insurance combina- 
tion—the “Allianz”’—decided after 
the collapse to take over the business 
and guarantee the rights of those in- 
sured but make no guaraniee to the 
stockholders. 


The collapse itself, however, is only 
indirectly connected with the transac- 
tion of credit insurance, more particu- 
larly the credit insurance concerned 
with financing installment concerns, 
which had found its way from Amer- 
ica to Germany where conditions are 
far less favorable to installment con- 
cerns than in the rich United States. 
All of a sudden the “Frankfurter Al- 
legemeine Versicherungs - Aktienge- 
sellschaft,” which was the leading 
company of a large insurance combi- 
nation, was found to have suffered 
losses running into the millions. They 
were due to the fact that the manag- 
ing officials of that company had 
founded and operated a great number 











22 


of enterprises and in doing so had 
mixed up their private financial inter- 
ests with the Company’s business in 
an unheard of manner. These many 
concerns were operated to a large ex- 
tent with the money of the insurance 
company or were at least in posses- 
sion of high guaranties from it. Yet 
no indication whatever of this was 
contained in the Company’s balance 
sheets or statements! Most of these 
concerns were selling all sorts of 
merchandise, such as automobiles, 
carpets, etc., on the installment plan, 
and these installment credits were in- 
sured with the Frankfort Company. 
Evidently no discrimination had been 
made in concluding the sales con- 
tracts, since the managers were sure 
that they personally could not lose 
anything, the installments being in- 
sured with their insurance company. 
But the losses increased at such a rate 
that the deficiency reached dozens of 
millions, and all of a sudden the col- 
lapse came as a big surprise to nearly 
everybody. The organizer of the in- 
surance combination, who undoubt- 
edly is partly responsible for the 
crash, died only a few months ago at 
the age of seventy years. His two 
successors have been arrested and are 
charged with misappropriation, em- 
bezzlement, and especially with mak- 
ing up false statements, of which they 
are strongly suspected. 


HE sensational collapse of the 

Frankfort Company was. follow- 
ed by a storm of indignation not only 
with the managers, but even more 
against the Board of Directors and 
the supervising Insurance Depart- 
ment. As a matter of fact, the Board 
of Directors, only a few weeks be- 
fore the irregularities were discover- 
ed, had approved the balance sheet 
and permitted the payment of a divi- 
dend of 12% per cent, while the prof- 
its stated in that balance sheet did 
not exist at all. Now the main issue 
in all the discussions of the case is 
the question as to what, if any, ex- 
tent the members of the Board of 
Directors, some of whom are man- 
agers of large banks, are liable for 
the losses suffered by the stockhold- 
ers. For prior to the crash the stock 
of the Company, with a face value of 
M.400,- per share, had risen to nearly 
M.1,000.- per share, the present value 
of which is scarcely M.100.-. The 
German law excludes any financial 
liability on the part of the State In- 
surance Department or its officials, 
but in this respect the question is 
whether it would be desirable to mod- 
ify the provisions regarding state su- 
pervision, and that is the only ques- 
tion we propose to deal with in the 
following. 
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Our American readers will prob- 
ably feel somewhat reassured when 
they find from articles in German pa- 
pers that many Germans consider 
American state supervision more ef- 
fective than the German and believe 
that a catastrophe from like causes 
is either quite impossible in the United 
States or could not have happened so 
easily as under the present German 
laws regarding state supervision. 


The American and the German 
laws regarding state supervision of 
insurance agree with each other in 
many respects while in others they 
differ materially. The latter is true 
especially of their local and material 
applicability. The German law of 
May 12th, 1901, concerning insur- 
ance supervision is a national law, be- 
ing uniformly applicable in the whole 
German territory. On the other hand, 
the United States, as is well known, 
has no Federal supervision law as yet, 
covering her whole sphere of power, 
instead there is a separate law for 
each individual state. Furthermore 
it must be pointed out that while, as 
a rule, American state supervision ex- 
tends over all insurance branches, in 
Germany important branches are com- 
pletely or almost completely exempted 
from official supervision, foremost 
among them all transport insurance, 
especially marine insurance and rein- 
surance. The fundamental lines of 
German state supervision (which, by 
the way, is of far more recent date 
than American insurance supervision ) 
follow the American model. It is the 
“license and material state supervi- 
sion” system, as it is called here. No 
detailed comment is called for on the 
activity of the German Insurance De- 
partment in the sphere of licensing, 
since it has undoubtedly proved sat- 
isfactory. It is certain that the Ger- 
man supervision, like that in the 
United States, has prevented the or- 
ganization of many unsound or frau- 
dulent enterprises, but there is far 
less similarity between the two de- 
partments when we look at their re- 
spective activities in the sphere of su- 
pervision of existing companies. The 
German Department, it is true, while 
not furnished with equally far-reach- 
ing possibilities as those afforded by 
many American state laws, is never- 
theless clothed with very substantial 
outward authority by the law; but, 
unlike most American insurance de- 
partments, it is prevented by existing 
conditions from actually exercising 
the powers conferred upon it, because 
there can be no doubt that it is not 
provided with either the funds or the 
number of officials required for that 
purpose. That has been repeatedly 
pointed out by the Department. In 


its business report of 1928, for in- 
stance, it says: “The economy nec- 
essarily called for compelled the post- 
ponement of a number of tasks, espe- 
cially examinations of companies.” 
The supervision of the Department 
extends over about 1,500 insurace 
enterprises, of which 240 are large, 
700 medium-sized, and 560 small 
concerns. The number of its officials, 
however, is not nearly sufficient for 
even checking each annual statement 
of each of the supervised companies 
prior to its publication, to see whether 
it agrees with the books and the actual 
financial condition of the company. 
At best, a perfunctory and formal ex- 
amination is all that can be done in 
most cases, while it is impossible to 
solve the far more difficult task of as- 
certaining whether all the assets and 
liabilities are properly valued and 
completely stated. 

Because of the general conviction 
that this task cannot be properly per- 
formed under existing circumstances, 
it has now been proposed to attach a 
private auditing division to the State 
Insurance Department, such examina- 
tions to be made by private trust com- 
panies, to lighten the burden imposed 
on the Department by this duty. To 
the private trust companies such a 
provision would, of course, mean a 
most gratifying and highly profitable 
extension of their sphere of activity, 
but the cost involved is so high that 
in professional quarters the scheme 
is regarded as unfeasible. 


oof 

N reply to those who blame the 

Supervising Department for its 
failure to discover the irregular prac- 
tices going on within the Frankfort 
Company, long before they became 
public, a former member of the Ger- 
man Insurance Department who, like 
many others had been his fellow- 
officials, is now the President of a 
private company, points out the fol- 
lowing anomalous condition, which 
undoubtedly exempts the Department 
from at least part of the blame. 

The current supervision on the part 
of the Insurance Department is based 
on the yearly business reports of the 
insurance concerns. Every insurance 
enterprise is obliged to submit to the 
Department its complete balance sheet 
for the past year and a yearly report. 
For this accounting the Department 
of Supervision, after hearing the Ad- 
visory Insurance Board, has issued 
explicit official directions, regulating 
every detail as to the character and 
the contents of the reports and en- 
abling the Department to obtain an 
exact insight into each company’s 
business transactions up to the slight- 
est detail. In that respect, however, 

(Continued on Page 26) 
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Rulings and Decisions of Officials and Courts in Vari- 
ous States Which Are of Interest to Mutual Companies 


Washington State 
OME three or four years ago a 
S group of one hundred stock 
companies in the State of Wash- 


ington, belonging to the Washington . 


Insurance Rating Bureau filed a no- 
tice of deviation affecting rates on 
mercantile classes, which meant in 
reality a cut of about twenty per cent. 


This action, not getting the results 
intended, further deviations were 
filed first of twenty-five per cent and 
then of thirty per cent. At this point 
the Insurance -Commissioner re- 
quested the companies to submit a 
statement of their experience justify- 
ing the new rates. 


The companies ignored the request, 
and later the group which had now 
increased to one hundred sixty-one 
filed a deviation of thirty-five per 
cent on mercantile and certain other 
classes; whereupon the Commis- 
sioner suspended the license of the 
Continental Insurance Company. 


The suspended company took the 
question into the Superior Court and 
argued that the stock companies were 
trying to meet the net cost of mutual 
insurance companies, and that they 
were entitled to cut the rates for this 
purpose. The Court held that the law 
under which the Commissioner acted 
was unconstitutional. 


The case went to the Supreme 
Court, whose opinion reversing the 
decision of the lower court is printed 
below. 


IN THE SUPREME COURT OF 
THE STATE OF WASHINGTON 


CONTINENTAL 
INSURANCE 
COMPANY, 
Respondent, No. 21864 
Vv. Department One 


H. O. FISHBACK, Filed 
as Insurance Com- November 12, 1929 
missioner of the 
State of Washington, 
Appellant. 


The plaintiff, insurance company, com- 
menced this action in the superior court 
for Thurston county seeking a judgment 
setting aside an order’ of the defendant, 
Fishback, as Insurance Commissioner of 
the state of Washington, reading as fol- 


lows: 
“July 21, 1928 


“Continental Insurance Company 
New York, N. Y 
“Gentlemen: 

“Whereas it is my opinion that the Con- 
tinental Insurance Company has precipi- 
tated and aided in precipitating and con- 
ducting a rate war and in so doing has 
written and is writing fire insurance in the 
state of Washington at a rate of premium 
below that which is deemed proper and 
adequate to cover the classes of risks in- 
sured. 


“Now, therefore, by authority in me 
vested by Section 7157, Remington Com- 
piled Statutes, it is ordered that your li- 
cense to do business in the State of Wash- 
ington and those of your agents be, and 
the same are, hereby suspended until such 
time as your company elects to issue poli- 
cies at a proper and adequate rate of prem- 
ium. 

“Dated at Olympia,. Washington, this 
twenty-first day of July, 1 

“H, O. Fishback, 

“Insurance Commissioner.” 
The cause, being of equitable cognizance, 
proceeded to trial in the superior court sit- 
ting without a jury resulting in a judg- 
ment setting aside the order of the com- 
missioner, from which judgment the com- 
missioner has appealed to this court. 

The ground wpon which the trial court 
set aside the érder of the commissioner, 
stated in its judgment, is “that the statute 
under which the commissioner acted in sus- 
pending the license of plaintiff herein, 
being No. 7157, Rem. Comp. Stat., is un- 
constitutional.” Manifestly, the trial court 
so ruled upon the theory that the statute 
violates the constitutional due process of 
law and equal privilege and immunity 
guaranties, in that it vests arbitrary power 
in the commissioner to suspend a license of 
an insurance company because it prescrib- 
ed no sufficient standard of cause or causes 
as ground for such suspension; and in that 
it makes no provision for any notice to the 
licensee affording it opportunity of being 
heard before the commissioner prior to 
suspension of the license by the commis- 
sioner. 

The provisions of our insurance code, 
referring to sections of Remington’s Com- 
piled Statutes which it seems necessary for 
us to here notice, are the following: 

“No. 7039. If the Commissioner is of 
the opinion upon examination or other evi- 
dence that any insurance company is in an 
unsound condition, or that it has failed to 
comply with the law or with the provisions 
of its charter or articles of incorporation 
or association, or that its condition is such 
as to render its proceedings hazardous to 
the public or to its policy holders, or that 
its actual assets exclusive of its capital are 
less than its liabilities, or if its trustees, 
directors, officers, or agents refuse to sub- 
mit to examination or to produce its books, 
records, accounts, and papers in its or their 
possession or control relating to its busi- 
ness or affairs, for examination and inspec- 
tion of the Commissioner, his deputy or 
examiner, when required, or shall refuse 
to perform any legal obligation relative to 
such examination, the Commissioner shall 
revoke or suspend all certificates of author- 
ity and licenses granted to such insurance 
company, its ‘officers or agents, and shall 
cause notice thereof to be given to such 
company and to each agent of such com- 
pany in this state, and no new business shall 
thereafter be done by such company or for 
such company by its agents, in this state, 
while such revocation, suspension, or dis- 
ability continues, nor until its authority to 
do business is restored by the Commis- 
sioner. 

“Unless ground for revocation or sus- 
pension relates only to the financial condi- 
tion or soundness of the company or to the 
deficiency in its assets, the Commissioner 
shall notify such company not less than 
ten days before revoking its authority to 
do business in this state; and he shall spe- 
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cify in such notice the particulars of the 
alleged violation of law or of its charter 
or articles of incorporation or association, 
or grounds for revocation. The superior 
court, upon petition of such company, 
brought within twenty days, shall sum- 
marily hear and determine the question 
whether such violation has been commit- 
ted, or whether it is solvent or in an un- 
sound condition or has exceeded its powers 
or has failed to comply with any provi- 
sions of the law or of its charter or arti- 
cles of incorporation or association, or that 
its condition is such as to render its further 
proceedings hazardous to the public and to 
its policyholders, and the court upon such 
hearing and determination shall make and 
enter such order or decree as may be 
proper in the premises.” 

“No. 7118. Every insurance company, 
excepting a marine insurance company, be- 
fore it shall receive a license to transact 
the business of making insurance as an 
insurer in this state, must file in the office 
of the Insurance Commissioner its rating 
schedules. Every such company and its 
agents shall observe its rating schedules 
and shall not deviate therefrom when mak- 
ing insurance until amended or corrected 
rating schedules shall have been filed in 
the office of the Insurance Commissioner. 

“Any company which shall make fire 
insurance in this state according to the ad- 
visory rates, or stated deviation or devia- 
tions therefrom, furnished by a rating bu- 
reau as provided in the following section, 
may receive a license to transact the busi- 
ness of making fire insurance in this state, 
without filing rating schedules, by filing 
written notice in the office of the Insur- 
ance Commissioner of its adoption of such 
advisory rates, stating the deviation or de- 
viations therefrom, if any, at which it will 
make insurance, which deviation or devia- 
tions, if any, shall be uniformly applied to 
all purchasers of insurance from any such 
company in this state, in the class or 
classes to which such deviation or devia- 
tions apply.” 

Section 7119 provides for the organiza- 
tion of and rendering service by rating bu- 
reaus. 

“No. 7157. Any company which precip- 
itates, or aids in precipitating or conduct- 
ing a rate war and by so doing writes or 
issues a policy of insurance at a less rate 
than permitted under their schedules filed 
with the Commissioner, or below the rate 
deemed by him to be proper and adequate 
to cover the class of risk insured, shall 
have its license, and those of its agents, to 
do business in this state, suspended until 
such time as the Commissioner is satisfied 
that jit is charging a proper rate of prem- 
ium.” 

This last quoted section, it will be no- 
ticed, is the statutory provision which the 
trial court held to be unconstitutional. 


Apparently, the trial judge assumed that 
No. 7157 was to be looked to alone for an 
answer to the question of whether or not 
respondent insurance company’s constitu- 
tional rights would be violated by the sus- 
pension order of the commissioner. This, 
we think, is too narrow a view of the con- 
trolling provisions of our insurance code 
touching the question of want of notice 
and hearing. No. 7157 does not provide 
for any procedure incident to the suspen- 
sion or revocation of a license. It merely 
specifies grounds for suspension of a li- 
cense in addition to those specified in No. 
7039, above quoted, which section is gen- 
eral in its terms and provides for the pro- 
cedure by which suspension or revocation 
of a license may be effected. It seems to 
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us that No. 7039 and No. 7157 must be 
read together. They were both embodied 
in our insurance code of 1911 and have 
remained unchanged since that time. See 
section 8 and 111, Chapter 49, Laws of 
1911. We are of the opinion that, reading 
these two sections together, they express 
the legislative intent that the procedure 
prescribed by No. 7039 is to be followed 
whether the matter of suspension or revo- 
cation becomes a matter for consideration 
for causes specified in that section or in 
No. 7157. 

Is there sufficient notice and opportunity 
for hearing prescribed by No. 7309 to sat- 
isfy the constitutional due process of law 
guaranty? It may be that by the terms of 
that section the commissioner is not re- 
quired to give notice awarding a hearing 
to the licensee before himself, and that a 
suspension or revocation order made by 
him may rest upon his ex parte inquiry as 
to facts he conceives sufficient to justify 
such an order, But it is to be noticed that 
the commissioner is in any event required 
to notify the licensee “not less than 10 days 
before revoking its authority to do busi- 
ness in the state,” except in cases of de- 
linquency not here i in question. As we say, 
this may not contemplate a hearing before 
the commissioner, but it plainly contem- 
plates that the revocation cannot become 
effective until ten days after the notice is 
given to the licensee. This at all events 
gives the licensee an opportunity, before 
revocation or suspension becomes effec- 
tive, to carry the matter to the superior 
court and there have a hearing as to wheth- 
er or not the suspension or revocation is 
well grounded, and also a_ preliminary 
order of the court holding the suspension 
or revocation order in abeyance pending 
the disposition of the matter by the court. 
Plainly, we think this satisfies the due pro- 
cess of law constitutional guaranty in so 
far as notice and hearing are concerned. 
In this case, respondent did carry the ques- 
tion of his suspension by the commissioner 
to the superior court by appropriate action 
commenced as provided by No. 7039, 
wherein the court, by a preliminary order, 
held the suspension order in abeyance, 
pending disposition of the matter by the 
court; which order was entered before the 
expiration of the ten day period when the 
suspension order would have become ef- 
fective under No. 7039. We note that the 
suspension order did not in terms make the 
suspension effective ten days after its is- 
suance, but it meant that under No. 7039. 

It is contended in behalf of respondent, 
and the trial court so rules, in substance 
that No. 7157 does not sufficiently pres- 
cribe any standard for the commissioner 
determining delinquent conduct of a licen- 
see calling for revocation or suspension of 
its license, particularly as to a licensee is- 
suing policies “below the rate deemed by 
him to be proper and adequate to cover the 
class of risk insured.” It seems to have be- 
come settled by the decided weight of au- 
thority, and so recognized in this state, 
that the insurance business is affected with 
a public interest such as will subject those 
engaged in it to regulation substantially to 
the same extent as public service corpora- 
tions are subjected to regulation, even to 
the extent of regulation of premium rates. 
See German Alliance Insurance Co. v. 
Lewis, 233 U. S. 389, L. R. A. 1915C p. 
1189, and note in latter volume; North- 
western Nat. Ins. Co. v. Fishback, 130 
Wash. 490, 228 Pac. 516. 

The language of No. 7157, “rate deemed 
by him (commissioner) to be proper and 
adequate to cover the class of risk insured,” 
we think, means only a fair and reasonable 
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rate determinable by usual and fairly well 
known standards. Manifestly, the language 
does not mean that the commissioner may, 
by his unrestrained whim or caprice, de- 
termine the rate to be charged. Plainly, 
he must act in a judicial sense in that be- 
half just as any rate determining body 
must act, and as the court must act in re- 
viewing his determination. We are of the 
opinion that the standard is sufficiently e=- 
pressed in the language of No. 7157. The 
following and many other decisions of the 
courts support this conclusion: Town of 
Sumner v. Ward, 126 Wash. 75, 217 Pac. 
502; State ex rel. Lane v. Fleming, 129 
Wash. 646, 225 Pac. 647; Brown v. Seat- 
tle, 150 Wash. 203, 272 Pac. 517; Mutual 
Film Corporation v. Ohio Industrial Com- 
mission, 236 U. S. 230; Hall v. Geiger- 
Jones Co., 242 U. S. 539; Douglas v. No- 
ble, 261 U. S. 165. 


Just what disposition of this appeal we 
should now make is a matter somewhat 
difficult of proper determination; first, 
what is the real meaning of the suspension 
order made by the commissioner, in view 
of the fact that it does not state any prem- 
ium rate at which the respondent insurance 
company may issue its policies? Shall re- 
spondent continue to issue policies at some 
previously filed and approved premium 
rates, or shall it entirely suspend issuance 
of policies until a proper rate has been de- 
termined anew by the commissioner? A 
little history leading up to the making of 
this suspension order by the commissioner 
will aid our inquiry. 

Several years ago respondent regularly 
filed its rating schedules, adopting the rat- 
ing bureau schedule of rates, with certain 
specified deviations in accordance with No. 
7118, above quoted. Thereafter in June, 
1927, respondent, jointly with a number of 
other insurance companies, filed new rat- 
ing schedules, adopting further deviations 
from the rating bureau schedules, lower- 
ing their rates uniformly. The commis- 
sioner accepted this filing, but addressed a 
letter to the several companies, including 
respondent, as follows: 


“Olympia, Washington, 
June 17, 1927. 
“Gentlemen : 

“Please be advised that it will be neces- 
sary that you file with this Department at 
a date not later than September 1, 1927, a 
statement from each company named on 
the attached list, showing the amount of 
net premiums which said company has re- 
ceived on the classes of insurance named 
in this filing for the years ending Decem- 
ber 31, 1924, December 31, 1925 and De- 
cember 31, 1926, also a statement of the 
net amount of losses during the same pe- 
riod and the total expense ratio for the 
underwriting of said premiums, and the 
above statement in each case to be sworn 
to by some officer or manager or general 
agent of the company who is competent to 
make such oath. 

“This statement is necessary in order 
that we may determine whether or not the 
companies as a whole are justified in filing 
the said deviations, 

Very truly yours, 
H. O. Fishback, 
Insurance Commissioner.” 


Nothing further was done touching the 
schedules and deviations filed in June, 
1927, until June 26, 1928, when a number 
of insurance companies, including respon- 
dent, acting jointly, tendered filing with 
the commissioner new schedules adopting 
further deviations, again lowering the rate 
approximately 5% additional, to become 
effective July 11, 1928. Upon receiving 


this proposed filing, the commissioner, on 

July 2, 1928, addressed a letter to the com- 

panies, including respondent, as follows: 
“Olympia, July Z, 1928. 

“Mr. Fred G. Clarke 

Attorney-in-Fact 

Alaska Building 

Seattle, Washington. 

“Dear Sir: 

“This Department is in receipt of your 
letter of June twenty-sixth submitting on 
behalf of the several companies for which 
you hold powers of attorney, a schedule 
of deviations from the rates of the Wash- 
ington Surveying and Rating Bureau, 
which said schedule increases the percent- 
age of deviation over the schedule hereto- 
fore filed by said companies. 

“At the time the former deviations from 
the Bureau rates were accepted for filing 
the several companies submitting the same 
were advised, under date of June 17, 1927, 
that it would be necessary for them to sub- 
mit to this Department a statement show- 
ing the net premiums received in this State 
on the classes effected for the three year 
period—1924, 1925 and 1926—together 
with a statement of net amount of losses 
and expense ratio during the same period, 
this statement being necessary in order 
that the Department might determine 
whether such deviation was justified by 
the experience of the companies as a 
whole, With but few exceptions, the com- 
panies have failed to supply the data re- 
quested. 

“You are, therefore, advised that the 
schedule of deviations which you now suh- 
mit cannot be approved for filing or used 
in effecting insurance in this state, until 
the statements requested have been sub- 
mitted and the Department has had an op- 
portunity to determine whether the expe- 
rience of the companies as a whole will 
justify the increased deviation. 

Very truly yours, 
(Signed) H. O. Fishback, 


Insurance Commissioner.” 


This was the first unqualified disapprov- 
al by the commissioner of any schedule of 
rates filed by respondent. Thereafter on 
July 21, 1928, the commissioner made and 
communicated to respondent its suspension 
order here in question. These facts, it 
seems to us, call for an interpretation of 
the suspension order as meaning no more 
than that the license of respondent be sus- 
pended only in so far as it might be en- 
titled thereunder to issue its policies at a 
premium rate in accordance with its newly 
filed rate schedule, to become effective 
July 11, 1928, leaving it free to issue its 
policies at a premium rate in accordance 
with its prior schedule of rates filed in 
June, 1927. In other words, the suspen- 
sion order was in substance but a disap- 
proval of the schedule of rates attempted 
to be filed by respondent, to become ef- 
fective July 11, 1928, in so far as devia- 
tions therein by deductions differed from 
its schedule of rates filed in June, 1927. 
This, it seems to us, was within the dis- 
cretionary power of the commissioner 
pending further inquiry as to whether or 
not such proposed further deviation in 
rates is below the rate proper and ade- 
quate to cover the class of risk insured. 

We conclude that the judzment of the 
superior court setting aside the order of 
the commissioner should be reversed. It 
is so ordered. 

Parker, J. 


We concur: 
Mitchell, C. J. 
Tolman, J 
Beals, J. 
Millard, J. 


Montana 


Hon. George P. Porter, Insurance Com- 
missioner of Montana, under date of 
November 5th, 1929, sent out the follow- 
ing letter concerning the Firemen’s Dis- 
ability and Pension Fund Law 

“To All Direct Writing Fire Insurance 
Companies Admitted to Montana: 

The Legislature of 1927 made numerous 
changes in our FIREMEN’S DISABIL- 
ITY and PENSION FUND law, espe- 
cially as to what cities and towns could 
participate and the requirements for par- 
ticipation. 

“This Department early in 1927 and fre- 
quently since, urged the cities and towns 
to conform to the new law, many could 
not, others neglected to comply, etc., etc., 
a few new towns were added 

“You are required by law to report to us 
the premiums received by your company 
in these various cities and towns and we 
have yearly furnished you with a list in 
duplicate. We presume you have arranged 
your accounting records so that the infor- 
mation is readily available. 

“From the printed form list of 1928 
there should be stricken the following 
towns : 
Antelope 
Bainville 
Browning 
Clyde Park 
Culbertson 
Geraldine 
Hysham 


Ismay 
Lambert 
Medicine Lake 
Melstone 
Thompson Falls 
Virginia City 
Walkerville 
Westby 
“And you should add the towns of: 
Harlem Stanford. 
“Corrected printed lists in duplicate, will 
as usual, be mailed you early in December 
with the other annual report blanks and 
data, the information given herein, is ad- 
vanced thinking you might like to re-ar- 
range your accounting records before the 
‘end of the year’ rush begins.’ ” 


Missouri 
Hon. G. C. Weatherby, Attorney General 


of Missouri, under date of November 

12th, 1929, made the following ruling on 

Rate Schedules: 

Whether you as superintendent of insur- 
ance have the power under the law to re- 
quire submission to you for your approval 
changes in rates arising from changing 
hazards, as reflected in periodical inspec- 
tions and ratings based thereupon, made 
by inspection bureaus subsequent to the 
filing of the last general basis schedule 
(is the question asked). 

The answer to your inquiry is not found 
in any specific or isolated provision of the 
law pertaining to State control of rates, 
but is found in a study of the law as a 
whole, keeping constantly in the forefront 
the object to be attained by the reasonable 
enforcement of its provisions, as well as 
the general powers and duties of the com- 
missioner as defined by sections 6082 and 
6091, R. S. 1919. 

The section first named charges the in- 
surance department with the execution of 
all laws now in force, or which may be 
hereafter enacted in relation to insurance 
and insurance companies doing business in 
Missouri. 

After naming certain specific duties, sec- 
tion 6091 proceeds generally in this langu- 
age—“and generally to do and perform 
with justice and impartiality all such du- 
ties as are or may be imposed upon him 
by the laws regulating the business of in- 
surance in this State.” 

Among the objects to be attained by the 
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law regulating the business of insurance 
in this State, and the object more closely 
connected with the subject of your inquiry, 
is that of establishing and maintaining rea- 
sonable and uniform rates. Rates may be 
reasonable, but not uniform, and uniform, 
but not reasonable. To bring about at the 
same time a system of rates both reason- 
able and uniform is one of the primary 
purposes of State control. The power of 
the State to control rates to this end is 
unquestioned in this day and age. This 
power has been delegated to the insurance 
department after the enactment into law 
of certain statutory guides to be followed 
by the department in the exercise of the 
power so delegated to it. 

In nearly all cases where legislatures 
have undertaken to prescribe the method 
and means of putting into effect like or 
similar powers reposing in the State, it has 
been found impractical and sometimes al- 
most impossible to make express provision 
for every detail, and thus recognizing this 
fact the courts have wisely announced the 
rule that where by law a duty is placed 
upon the head of a department to enforce 
and to administer certain other laws, he 
impliedly possesses the power to do all 
things necessary to the enforcement of 
such laws, even though such things may 
be outside of the expressed grant. These 
are known as implied powers—the powers 
necessary to carry into effect those which 
are expressly granted and therefore pre- 
sumed to have been within the intention 
of the legislative grant. 

A careful reading of sections 6270 to 
6288 inclusive, does not reveal an express 
or specific provision requiring insurance 
companies to submit to the insurance de- 
partment for approval any change in rates 
except such changes in rates as may in- 
volve a change in the basis rate, or in the 
percentage set forth in the general sched- 
ule used in arriving at the amount of 
charges and credits in any given case. But, 
is it not necessary that this be done to en- 
able your department to carry into effect 
the ultimate aim and object of the law— 
that is to insure to the public reasonable 
and uniform rates? 

By section 6270 the companies are re- 
quired to maintain a public rating record, 
which must show basic rates, charges, 
terms, conditions, permits and standards, 
which record shall be open to the inspec- 
tion of the entire public and maintained in 
such form that the property owner can 
readily ascertain the rate charged on any 
class of property and the make-up of such 
rate. 

Section 6273 gives the superintendent of 
insurance the power to require the filing 
of such record, and “any other informa- 
tion which he may direct.” 

If any change is to be made in the pub- 
lic rating record which results in an in- 
crease in rates, section 6274 provides that 
the department must be given 10 days no- 
tice and its approval obtained. 

There can be no question that any 
change in rates that affects the public rat- 
ing record must be noted on that record 
(section 6274), and the companies must 
furnish the information showing the 
change to the department. This record 
contains the classification of risks, the 
basic rate for each, and the per cent added 
for extra hazards as well as the credits 
to be deducted for conditions reducing the 
hazards. These hazards, though are not 
fixed and permanent; neither are the condi- 
tions that entitle the insured to credits 
either fixed or permanent. Both are con- 
stantly changing so that the application 
of the basic rates to a given risk today 
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may produce an entirely different total of 
cost to the insured than the same rates ap- 
plied to the same risk six months ago, or 
six months hence. 

The companies undertake to keep apace 
with these changes of hazard by rerating. 
that is, by inspection from time to time of 
the individual properties, noting the 
changes in the hazards, which, as we un- 
derstand it, may likewise include a reclassi- 
fication of the risks. This process may or 
may not involve a change in the basic rates. 
But whether it does or not, the insurance 
department would be unable to determine 
whether the basic rate, the schedule of 
percentages for charges and credits, the 
classification, etc., set forth in the public 
rating record, are being faithfully followed 
unless such reratings are submitted to the 
superintendent for his inspection. How 
else could he keep apace with the changes 
which so materially affect the cost or rate 
of insurance to the individual? Without 
this information how can he determine 
whether the rates actually paid by the in- 
dividual are reasonable? Has he any as- 
surance that the applied rates are uniform 
without knowledge of the actual cost to 
any given class of risks? 

The mere filing of the basis schedule and 
its approval by the superintendent does not 
meet the requirements of the law. It is 
only one of the steps to the attainment of 
the ultimate aim. The superintendent 
must not only approve this basis schedule, 
but it is his duty to see that it actually 
performs the mission for which it is in- 
tended, namely, that it does in fact and in 
truth form the real basis for the calcula- 
tion of the cost of insurance to the general 
public, for it was for the protection of the 
public that the department was established. 
If then such be his duty he has the im- 
plied power to call upon the companies or 
the inspection and rating bureaus for the 
information necessary to aid him in the 
reasonable discharge of that duty. The 
fact that this may entail much or little ex- 
pense to the insurer does not affect his 
right in any way. And the form in which 
he may desire the information to be sub- 
mitted is a matter left to his sound discre- 
tion. The important point is he is entitled 
to such information at all times as will en- 
able him to pass intelligently upon all mat- 
ters involving the enforcement and admin- 
istration of the law, whether it be directed 
toward the establishment and maintenance 
of reasonable and uniform rates, or some 
other regulation of the business of insur- 
ance in this State. 

We are, therefore, of the Opinion that 
the department may require e submis- 
sion to it for its examination and ap- 
proval, the record of all Teratings affect- 
ing the ultimate cost of insurance to the 
policyholder, and in conclusion we suggest 
the department, at its option, would be en- 
titled to a copy of the analysis of the rate 
or premium charged the policy holder re- 
ferred to in the closing lines of section 
6270. 

owen 


News of Rulings and 
Decisions Will Be a Con- 
tinuing Feature in the 


Journal 
HE Journal of American Insur- 
ance in subsequent issues will 
print digests of important rulings 
and decisions which because of their 
subject matter are of interest to Mu- 
tual Insurance circles. 
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Crowds In Front of German Industrial Exposition Buildings at 


Insurance in Germany 
(Continued from Page 22) 


two facts should not be overlooked: 
In the first place, these accountings 
and reports are not received by the 
Department of Supervision until 
about six months after the close of 
the preceding fiscal year. During the 
interval—in the then current fiscal 
year—subversive changes may have 
taken place in the Company’s condi- 
tion and business affairs, making the 
report on the transactions of the pre- 
ceding year look out of date and rend- 
ering it more or less worthless. In 
the second place, the value of such 
reports wholly depends on the reli- 
ability of the responsible managers. 
If the latter do not hesitate to conceal 
important transactions from their 
Board of Directors, they will not have 
any more scruples about keeping ma- 
terial facts from the Supervising De- 
partment or even misrepresenting 
them. In justice to the German insur- 
ance fraternity, however, and to set 
the minds of insured at ease, it ought 
to be emphatically stated that such oc- 
currences are rare exceptions. 





But, as stated before, the business 
catastrophe which is the subject of 
this discussion was not caused by in- 
surance operations in the proper sense 
of the term, but resulted from busi- 
ness unlawfully carried on by man- 


agers of the insurance company, such 
as banking, credit, and similar trans- 
actions. From the viewpoint of the 
insurance business generally as well 
as insurance supervision this is a par- 
ticularly favorable feature of the 
case; for it goes to show that the 
Frankfort catastrophe does not justi- 
fy an adverse opinion on the German 
insurance business generally, espe- 
cially as, aside from a few exceptions, 
the genuine insurance transactions of 
the Frankfort Company proved fav- 
orable. The collapse, therefore, is not 
due to poor underwriting, which is 
evidenced also by the fact that the in- 
surance business of the Frankfort 
Company, being a tremendous asset, 
could be bought by a large company 
in consideration of a high cash pay- 
ment and thus none of the insured 
suffered any loss. 


owen 


NDOUBTEDLY the German 

law of insurance supervision is 
going to be amplified by a few new 
sections and some of those it now 
contains will be re-drafted and receive 
a more stringent form. It is possible 
also that the number of the supervis- 
ing officials will be increased at the 
expense of the insurance companies or 
rather of the insured, and beyond 
that, auditing companies may be 
more largely employed than hereto- 
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fore in checking the balance sheets of 
insurance companies, with or without 
the consent of the latter. At the same 
time, however, there can hardly be 
any doubt that even such measures 
will not afford complete protection 
against fraudulent actions cunningly 
committed by criminal managers—no 
more, in fact, than even the best equip- 
ped police force will ever be able to 
prevent all crimes—either in Ger- 
many or in the United States. State 
supervision, no matter how strictly 
exercised or how large a force of of- 
ficials may be engaged in it, may af- 
ford only a relative degree of secur- 
ity at best, and it can never accom- 
plish absolute protection. 


For a Christmas Present 


The Journal of American Insur- 
ance carries, beside its resume of 
Mutual news, authoritative articles on 
general insurance problems by out- 
standing authors. Any insurance 
man would welcome a subscription 
to this publication as a Christmas 
present. It costs but $2.50 per year. 
Subscriptions sent now will be just in 
time to begin with the holiday issue. 
Address The Journal of American 
Insurance, 180 No. Michigan Ave., 
Chicago. We will enclose a card tell- 
ing the recipient of the name of the 
donor of the gift subscription if you 
so desire. 
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thereon warrant the classification of 
contracts into three groups according 
to the manner in which premiums 
are paid. All of these contemplate 
the needs of concerns which ship 
valuables more or less frequently. 
Single trip policies are available for 
the infrequent shipper, it is true, but 
are of so little consequence that they 
have been omitted from the classifica- 
tion. The three regular forms are: 

1. Daily Reporting — This is an 
open contract, no deposit premium 
being required but the insured re- 
porting daily, on declaration blanks 
supplied by the company, the detailed 
shipments. Premiums are computed 
at the end of each month on actual 
shipments in accordance with a rate 
schedule furnished to the insured 
with his policy, and a bill is rendered 
accordingly. The contract has no 
definite term but runs continuously 
until either the policyholder or the 
company cancels by giving fifteen 
days’ notice to the other party. 

2. Monthly Reporting—Except for 
the fact that reports are rendered 
monthly instead of daily, this is simi- 
lar in all respects to the form just 
described. 

3. Annual Premium Adjustment— 
Whereas the other plans are devised 
primarily for the insured who uses 
the registered mail and express serv- 
ices extensively, this is intended for 
use when a policyholder’s aggregate 
shipments do not exceed $2,000,000 
per annum. It is written for a one 
year term, a deposit premium being 
charged on the basis of total ship- 
ments for the year preceding the date 
of issuance. An accurate record of 
all insured property sent during the 
policy’s life must be maintained. The 
agreed rates are applied to these fig- 
ures at the end of the year and an 
additional premium collected or a re- 
fund paid (subject to an annual 
minimum premium charge of $5) in 
accordance therewith. As will be 
noted later, this form differs from 
those preceding in the provision for 
coverage on foreign shipments and in 
the rate schedule used. 

PROPERTY COVERED — Registered 
mail insurance is intended primarily 
for banks, stock and bond houses, in- 
vestment institutions and_ similar 
establishments rather than individu- 
als. Its coverage, however, is not re- 
stricted to the property of the insured, 
and banks, for example, frequently 
ship the jewelry or securities of cus- 
tomers under their contracts. Both 
incoming and outgoing mail is cov- 
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ered if the insured so elects, provided 
shipments are entered and declared 
in writing, in accordance with the 
forms furnished by the company, 
upon the date of forwarding and 
prior to a known loss. The protec- 
tion applies only on shipments by 
Registered Mail and Express, includ- 
ing Registered Air Mail and Air Ex- 
press, of the following kinds of prop- 
erty, unless the policy is endorsed to 
the contrary: bonds, coupons, stock 
certificates and other securities ; post- 
age and revenue stamps; postal, ex- 
press and other money orders; cer- 
tificates of deposit, checks, drafts, 
notes, bills of lading, warehouse re- 
ceipts, other commercial papers, and 
other documents and papers of value : 
gold, silver and platinum, coin and 
paper money ; and jewelry and preci- 
ous stones. 

TERRITORIAL Limits—The protec- 
tection of the open reporting (daily 
and monthly) forms is world-wide 
in character, since it covers within 
and between places in North Amer- 
ica and/or from places in North 
America to places anywhere in the 
world, and vice versa. Moreover, it 
covers continuously between the 
premises of senders and addressees or 
until a package is returned to the 
sender in event of non-delivery, in- 


cluding risks by messengers and con- 
veyaces to and from the post offices 
and express offices at places of send- 
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ing and address. The annual pre- 
mium adjustment form covers prop- 
erty sent to foreign contries only 
upon declaration of the value being 
given to the company in writing prior 
to a known loss, by messenger, tele- 
gram or mail on the day of mailing 
and registration of the package to be 
insured. Premiums on foreign busi- 
ness are then paid monthly. 

PERILS INSURED AGAINST—The 
property described is insured against 
“all risks” with the exception of those 
incident to war, and loss by theft 
committed by any employee of the in- 
sured or of the person or persons to 
whom or by whom the property was 
mailed or expressed. 

EXTENT OF LIABILITY—The values 
sent by registered mail or express 
may be tremendous so the policy or- 
dinarily contains a provision restrict- 
ing the company’s liability on ship- 
ments of currency (but not securities ) 
to a stipulated amount per package, 
and further provides that if ship- 
ments from any one sender to any 
one addressee on any one day exceed 
in aggregate an amount stated, the ex- 
cess over that sum will be covered 
only upon receipt of notice by tele- 
phone, telegram or messenger prior 
to sending. Some companies place 
the “package” limit at $250,000 and 
the “single addressee” limit at 
$5,000,000. Such maxima can scarce- 

(Continued on Page 28) 
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ly work a hardship upon the policy- 
holder. In fact, the protection may 
be regarded as unlimited for all prac- 
tical purposes. 

An insured may elect to declare for 
insurance an amount which is more or 
less than the actual value of the 
property. In case of loss, however, 
he can just recover the value of the 
property at the time of despatch or at 
the time the loss became known to 
him, or the cost of corresponding 
property purchased by him as a re- 
placement, plus any actual loss of in- 
terest. The total, of course, can not 
exceed the amount declared for 
insurance. 


In case of the loss of property in 
non-negotiable form, or having no 
market value, or which may have been 
declared for insurance at less than its 
value before or after the loss, the in- 
sured may elect not to transfer title 
in the lost property to the carrier, and 
may proceed to secure reissue or 
duplication thereof. In such event, 
the company is liable only to pay, up 
to but not beyond the amount declared 
for insurance, (1) any actual loss of 
interest by the insured, (2) the ex- 
penses incurred to secure such reissue 
or duplication, and (3) the cost of 
furnishing surety on any bond of in- 
demnity which the insured or other 
owner may be required to execute as 
a prerequisite to such reissue or 
duplication. 

OBLIGATIONS OF THE INSURED—T he 
policyholder is obligated by the terms 
of the contract to (1) have the con- 
tents of each package verified by two 
persons and enclosed in a suitable 
envelope, wrapper or canvas sack; 
(2) have the package securely sealed 
in a manner acceptable to the post 
office or express office at place of 
mailing or despatch ; and (3) comply 
with the provisions of his particular 
contract as respects reporting of ship- 
ments and maintenance of records. 
In case of loss, he must give prompt 
notice and is further required, under 
the “sue, labor and travel” clause, to 
take all necessary measures for the 
recovery, reissue or replacement of 
the property where possible. This is 
at the risk and expense of the com- 
pany. Proof of loss and interest must 
be furnished within a _ reasonable 
time upon forms provided therefor. 

OTHER INSURANCE — Registered 
mail insurance on the annual premium 
adjustment form is voided by the in- 
sured effecting any other similar in- 
surance. No such provision appears 
in the reporting policies. All con- 
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tracts, however, contain a clause 
stating that with respect to losses for 
which the company may be liable on 
property insured, while in transit by 
messengers and conveyances to or 
from post offices and express offices, 
the coverage attaches as an excess 
policy only for the excess over any 
amount which may be recoverable 
from any other insurance covering 
the loss. The amount of the loss will 
nevertheless be advanced promptly by 
the company and must be refunded to 
it, without interest and less any re- 
instatement premium on such other 
insurance, as and when recovered. 

RATES—A rate schedule is supplied 
with each reporting form of policy 
which specifies the rates to be charged 
for shipments from the place at which 
the policyholder is located to various 
other points. Rates are quoted sepa- 
rately on securities and on currency. 
Negotiable bonds, jewelry and simi- 
lar items are given the latter rate. 
The currency rate is higher than that 
on securities but not always in the 
same proportion. To illustrate, the 
rates from Philadelphia to New York 
are five cents per $1,000 on securities 
and ten cents per $1,000 on currency 
whereas the rates from Philadelphia 
to California are eleven and seventeen 
cents respectively. When the point to 
which a shipment is destined is not on 
the line of a railroad, an additional 
charge is made. Rates are doubled 
when registered air mail or air ex- 
press is used, and are materially 
higher for foreign shipments. As 
previously indicated, the premium 
charge which is billed to the insured 
each month is ascertained by applying 
the rates as shown on the schedule 
furnished him to the actual shipments 
made. 

The holder of an annual premium 
adjustment policy is charged a rate of 
ten cents per $1,000 on the first 
$100,000 of property shipped per 
annum and eight cents per $1,000 on 
all in excess of that amount. As else- 
where stated, this type of policy is 
not written for a concern whose 
shipments exceed $2,000,000 per 
annum. Although no variance is 
made in the rate according to the dis- 
tance traversed by a particular ship- 
ment, or according to the nature of 
the property, the charge for aeroplane 
shipments is doubled. Rates on for- 
eign shipments are agreed upon at the 
time of declaration. The minimum 
premium is $5. 

Reference to the schedule of rates 
charged by the postal service for 
varying limits of indemnity clearly 
demonstrates that private insurance 
companies are willing not only to 
grant a much more adequate cover- 





age, but to supply it, so far as com- 
parisons can be made, at a markedly 
lower cost. 


Farm Problems 
(Continued from Page 20) 


stipulated minimum are paid without 
any deduction. Under this latter pro- 
vision there is too much temptation 
both for the insured and the adjuster 
to boost a small claim so as to have it 
equal or exceed the stipulated mini- 
mum. This holds no less with a 5%, 
10%, or 20%, minimum loss clause in 
a hail insurance policy, for example, 
than it does with a minimum loss pro- 
vision of $5, $10, $25, or some other 
fixed sum in a windstorm, fire, or 
automobile insurance policy. These 
methods ef avoiding waste incident to 
small or trifling loss claims were dis- 
cussed more fully by the writer in an 
article that appeared in the Decem- 
ber 1928 number of this Journal un- 
der the title Use and Abuse of 
Insurancee OOD 

HE present article is concerned 

with an insurance standard or 
principle rather than with detailed 
methods. If the principle is accepted 
and kept in mind, methods of apply- 
ing it will no doubt be found. 

In conclusion it may be said that 
many groups in economic society are 
very much underinsured, and that 
this is particularly true of farmers, 
by reason of the significance and 
range of their insurance needs rela- 
tive to their profits or income. By 
eliminating needless assumption and 
distribution of minor losses and their 
unjustifiable drain on insurance funds, 
the cost of needed and worthwhile 
protection of the varieties now car- 
ried, can be materially reduced. This 
will enable the farmers, and others 
more or less similarily situated, to 
satisfy additional important insur- 
ance needs that have hitherto neces- 
sarily remained unsatisfied. Every 
year thousands of farmers face eco- 
nomic disaster because they have, 
either thoughtlessly or by force of 
circumstances, attempted to carry un- 
aided, various insurable risks which 
should properly have been widely 
distributed through the agency of in- 
surance organizations. A more gen- 
eral and practical recognition of the 
principle of close adaptation of in- 
surance forms and practices to the 
needs of the insured, will not by it- 
self solve all the insurance problems 
either of the farmer or of any one 
else. But it will at least help to solve 
these problems, and it will at the same 
time strengthen the position occupied 
by insurance companies in our social 
and economic structure. 












Workmen's Compensation 
In Oklahoma 
CCORDING to a ruling of the 
Supreme Court of Oklahoma 


the highway commission has 
no authority to disburse funds appro- 


priated to it in payment of premiums - 


on workmen’s compensation policies 
covering persons who are employes 
of the commission. 


Below is an extract from the de- 
cision bearing on the matter: 

“If it should be held that the State is 
liable to its employes working under the 
highway commission who are injured un- 
der the circumstances mentioned in the 
compensation law, a question not calling 
for determination in this case, and not de- 
cided, it would not necessarily follow that 
the commission could disburse its funds as 
here suggested. There is nothing in the 
language employed in the appropriation 
which reasonably leads to the belief that it 
was the intention of the legislature to give 
the commission authority to expend the 
funds in paying the premium on a bond of 
guaranty that the State of Oklahoma would 
perform its obligations. While we know 
that in practice among individuals and 
corporations, by special contract made be- 
tween the employer and the insurance car- 
rier that the carrier usually becomes pri- 
marily responsible, yet the compensation 
law does not so require. But the bond is 
only one of the methods by which the em- 
ployer is required to satisfy the industrial 
commission that he will pay the liability 
accruing under this law. Such obligation 
of the State, if any, would seem to require 
no guaranty. The suggestion appears in- 
consistent with the sovereignty of the 
State. ' 

In the briefs of the parties no decision 
is called to our attention passing on the 
exact question presented, and we have been 
unable to find any. The proposition ap- 
pears new as well as novel. In the absence 
of definite authority expressed in the ap- 
propriation to the highway commission we 
must hold that it has no right to expend its 
funds as proposed. 

The judgment of the trial court is 
affirmed. 

Bennett, TEEHEE, Foster and Leacu, 
C. C., concur.” 


Florida Rulings 


In re: Applicability of Chapter 13663 
Acts of 1929, Relating to Insurance 
Agents, to the Business of Reciprocal 
Insurance Companies. 

Section 6259, Compiled General Laws 
of 1927, wiich is Section 4299, Revised 
General Statutes, provides that no law of 
this state relating to insurance, shall apply 
to the exchange of such indemnity con- 
tracts, unless they are specically mention- 
ed. It was apparently the intention of the 
law that reciprocal insurance should be 
dealt with as a special subject, and that 
all the laws governing transaction with in- 
surance companies and activities of their 
agents should not apply to reciprocal in- 
surance companies, unless specifically made 
to apply to such companies. 

I am therefore of the opinion that Chap- 
ter 13663, Acts of 1929, Laws of Florida, 
entitled 

“AN ACT Relating to Insurance 
Agents or solicitors; to Provide for 
the Examining and Licensing of Such 
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Insurance Agents or Solicitors; to 

Provide for the Revocation or Suspen- 

sion of Such Licenses; to Provide 

Penalties for Violation of any Pro- 

vision of This Act; and to Repeal All 

Other Laws in Conflict With this Act.” 
has no application to agents or solicitors 
for reciprocal or inter-insurance exchanges 
operating in this state. 

With reference to Chapter 13663, Laws 
of Florida, Acts of 1929, Section Nine of 
said Act reads in part as follows: 

“Provided, nevertheless that nothing 
contained herein shall be construed as 
repealing or affecting the provisions 
of Chapter 10150, Laws of Florida, 

Acts of 1925.” 

In view of the proviso above quoted, it 
would seem that counties, cities and towns 
may continue to require a license tax of 
such agents not to exceed fifty per cent of 
the State license tax, in accordance with 
the fourth paragraph of Section 911, Re- 
vised General Statutes of Florida, as 
amended by Chapter 10150, Acts of 1925. 


Heads English Speaking 
Union 

HE English Speaking Union, an 
international organization devot- 

ed to the promotion of a better under- 
standing and interchange of construc- 
tive thought between English speaking 
peoples, to work for their peace and 




















P. W. A. FITZSIMMONS 


welfare, and to extend their influence 
among other nations, elected P. W. A. 
Fitzsimmons president at a meeting 
of the Detroit branch held at the De- 
troit Athletic Club. 

Herbert H. Rice was elected vice- 
president, Miss Frances E. Riggs, 
secretary, and Julian G. McIntosh, 
treasurer. Harry M. Nimmo was re- 
elected chairman of the Executive 
Committee. 

Former Probate Judge Arthur J. 
Lacy, the union’s retiring president, 
presided over the meeting. The prin- 
cipal address of the evening was de- 
livered by Dr. James W. Inches, 
former Detroit police commissioner 
and world traveler. 

Mr. Fitzsimmons is president and 
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General Manager of the Michigan 
Mutual Liability Company of Detroit. 


Life Lights 
(Continued from Page 18) 
That sounds like preaching, perhaps, 
and rather trite preaching, but we 
need to remind ourselves of it. We 
need to tell ourselves that we are liv- 
ing in the best country in the best of 
worlds, and that if anything is 
wrong the main trouble lies with us 
—we have not adjusted ourselves 
wisely to the circumstances. Faith 
and hope are the best adjusters, but 
the former must be placed in realities 
and the latter must be based upon 
purpose, guided by good sense. The 
worst thing in the world is to grouch. 
Nothing paralyzes effort more quick- 
ly or thoroly than getting sour on 


life. 
“lI REMEMBER a story some fel- 
low told me once about a tree 
he had seen out west. It belonged to 
a variety of willow, if I remember 
correctly, which somehow or other 
had developed the bad habit of throw- 
ing all its vitality into rasing a big, 
projecting welt whenever a braach 
was broken from it. It never lost a 
branch without making the scar a 
monument to its loss. The result was 
that it remained a stunted, runt of a 
tree because it had no energy !eft to 
grow. There are men like that. You 
know some of them. Every misfor- 
tune they have ever suffered has 
been cherished and nurtured until 
they are nobbly with reminders of 
their ill-luck and losses. The pine 
sets a better example. It forgets the 
scars and pushes up to throw out 
new branches. And the pine is a 
characteristically American tree.” 
He was now lighting his cigar. He 
took two meditative puffs, then leaned 
across the table in cordial gesture. 
“Say, old chap,” he urged, “come 
out to my house to dinner tonight, 
and tell all that to my wife, will you?” 


only 


Who Had the Spots? 

LOST: A black hound pup, about six 
months old. When last seen was follow- 
ing a man, with a white spot on his hind 
leg, a few white hairs on his breast and 
very large drooping ears—Kablegram 


Vas Ist? 

A farmer lost a calf and put the fol- 
lowing advertisement on a post in the 
next village: 

Rund-a-vay vun red and white calf mit 
his two behind legs was black. Anybody 
vat bring him back pays 5 dollars. 

Jacob Zundering 
3 miles behind the bridge. 
Kablegram 

“How did you advertise for your stolen 
pistol ?” 

“I wrote that the finder could have the 
contents and no questions asked.” 
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Unfinished Buildings 


(Continued from Page 12) 


Under such an agreement the build- 
er is, in case of fire, protected to the 
extent of at least eighty per cent of 
his part performance, and probably is 
relieved of his liability to pay dam- 
ages.{27) However, if he has not been 
paid for the work done, his lien inter- 
est still exists and he should see that 
the owner has actually procured a 
policy which covers it. 

The second exception does not ap- 
ply to general contractors but only to 
those engaged in making repairs or 
alterations on a building, or in doing 
some particular part of the work ona 
new building, such as the painting or 
plumbing. Such a partial contractor 
is in most states relieved of all liabil- 
ity on his contract, and may collect 
for his part performance, when the 
building on which he is working is 
destroyed or so damaged as to pre- 
vent his further performance. ‘?® 
The Massachusetts court stretched 
this rule so far as to cover a contrac- 
tor who had agreed to do the exca- 
vating, stone-work, brick-work, paint- 
ing and plumbing, and held that this 
“repairman” was entitled to compen- 
sation for the work he had done. 9) 
Some courts would not be as gener- 
ous to such a “partial” contractor. 


The Owner's Interest 


INCE the landowner becomes the 

owner of the brick and mortar, 
the lumber and shingle, as soon as it 
is built into the permanent structure, 
he has obviously an insurable interest 
in the uncompleted building. He may 
insure it as “sole and unconditional 
owner” (that is, without any qualify- 
ing words) and collect the full amount 
of damage to it, even though the con- 
tractor is legally bound to complete 
the building without further compen- 
sation.@® In such a case it is still 
problematical whether or not the con- 
tractor will rebuild, and the owner is 
entitled to look to the insurance com- 
pany for protection, rather than to a 
third party, the contractor.4") How- 
ever, it would seem that, on paying the 
owner, the insurer should be allowed 
to collect (subrogated to) the owner’s 
claim against the contractor to restore 
the building. In the leading case dis- 
cussing this question, the highest 
court of New York apparently said 
(but did not decide) that there would 
be no subrogation. 2) The insurance 
companies could (but usually do not) 
by a clause in their “Builder’s Risk” 
riders, prevent the owner from being 
doubly reimbursed for his loss. 


In the absence of such a clause, the 
courts may allow the owner to collect 
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from the insurer even though the 
builder has already restored the 
burned building.“*) Such recovery 
should be allowed only where, as in 
the Wisconsin case, the owner has 
contracted to insure for the builder’s 
benefit. Under a building contract so 
worded, the fire risk is thrown on the 
owner, who is in a better position to 
insure against it. The contractor has 
usually only a temporary interest in 
the building, and must take out insur- 
ance at short rates, whereas the owner 
can insure it for a full period of three 
years.4) The fact that the “A. I. 
A.” building contract places the re- 
sponsibility for insuring chiefly on the 
owner indicates that, in the judgment 
of the business community, that is 
where it belongs. 


If both builder and owner procure 
separate policies on the uncompleted 
building, each for his respective in- 
terest, the question might arise 
whether, under the foregoing rules, 
the insurance companies would have 
to pay both of them for the same loss. 
Theoretically, this is possible under 
certain combinations of the situations 
discussed above. Practically, the in- 
surers could avoid this if each chose 
to exercise its option to rebuild, 
which is tucked away in the standard 
fire policy and is seldom resorted to. 
Obviously the insurers could not 
build two buildings where only one 
stood before, and so they would ap- 
portion between them the cost of re- 
building. 


Joint Insurance by Owner and 
Builder 


HE difficulty just mentioned is 

avoided if a single policy is is- 
sued covering the interests of both 
parties. This may be done by insert- 
ing some such wording as this in the 
space which is left blank in the policy 
for the name of the insured: “John 
Smith, as owner, and William Brown, 
as contractor erecting the building, as 
their respective interests may ap- 
pear.” 35) Under such a policy, each 
can recover the actual damage sus- 
tained by him, and no more. The 
“Builder’s Risk” rider should also be 
attached to the policy, as otherwise 
the insurer may defend on the ground 
that mechanics were engaged in 
“building, altering or repairing” the 
premises for a period of more than 
fifteen days ; this is made a ground of 
forfeiture in the standard printed pol- 
icy. If in addition to the owner and 
the general contractor, it is desired to 
protect sub-contractors, materialmen, 
architects, or assignees of the mechan- 
ics liens, this may be done by naming 
them and describing their interests, 
or probably by merely referring to 


them by class (“sub-contractors,” 
etc.) in the body of the policy, 

In conclusion, it is submitted that 
the best way of dealing with the risks 
of fire in uncompleted buildings, is to 
insert the standard “A. I. A.” clause 
in the building contract and then have 
the owner procure a policy covering 
himself and the general contractor, 
and other persons interested. No 
printed form which has come to the 
present writer’s attention adequately 
covers all of these interests. In view 
of the millions of dollars spent yearly 
on building construction, it would be 
good business policy for the insurance 
companies to prepare a comprehensive 
“builder’s risk’’ rider, similar to the 
standard mortgage clause,“® which 
would give the proper coverage. 


(27) Anderson v. Shattuck, 76 N. H. 
240, 81 Atl. 781 (1911) (holding, under 
similar clause, owner can recover no dam- 
ages). Contra: U. S. Fidelity & Guaranty 
Co. v. Parsons, supra, note 23 (holding 
owner may recover damages for contrac- 
tor’s refusal to rebuild). See Gallagher v. 
St. Patrick’s Church, 45 Neb. 535, 63, N. 
W. 864 (1895). 

(28) Williston, Contracts, sec. 1965; 
Haynes v. Second Baptist Church, 88 Mo. 
285 (1885). 

(29) Butterfield v. Byron, 153 Mass. 
591, 27 N. E. 667 (1891); Woodward, 
Quasi-Contracts, (1913) sec. 116.° A few 
states do not allow any recovery. 

(30) Foley v. Manufacturers & Builders 
Fire Ins, Co., 152 N. Y. 131, 46 N. E. 318 
(1897). 

(31) Similarly, it is no defense to the 
mortgagee’s claim, under a policy taken out 
by him on a mortgaged building, for the 
insurer to say that the mortgagor is finan- 
cially able to pay the debt. 

(32) Foley v. Manufacturers, etc., Ins. 
Co., supra, note 30. See Clover v. Green- 
wich Ins. Co., 101 N. Y. 277, 284 (1886). 


(33) St. Clara Female Academy v. 
Northwestern Ins. Co., 98 Wis. 257, 73 N. 
W. 767 (1898) ; Richards, Insurance (3rd 
ed. 1910) p. 68. Contra: Schultz v. Home 
Ins. Co., 205 Ill. App. 297 (1917); see 
also Ramsdell v. Ins. Co. of North Amer- 
ica, 197 Wis. 136, 221, N. W. 654 (1928) ; 
29 Columbia Law Review 362. 


(34) However, if the “builder’s risk” 
rider is attached, as it should be, the build- 
ing is insured only while unoccupied. As 
soon as it is occupied, the owner should 
get a proper endorsement. 


(35) The formula: “Behan, as owner, 
and Sullivan Bros., as contractors, as in- 
terest may appear,” was upheld in Sullivan 
v. Spring Garden Ins. Co., 34 App. Div. 
(N. Y. Supreme Ct.) 128, 58 N. Y. Supp. 
629 (1898). 

(36) Like the standard mortgage clause, 
the builder’s risk clause should provide that 
no breach of warranty or default of the 
owner should defeat the contractor’s claim 
on the policy, and vice versa. 


Double-Double 

Golfer (bursting in on friend wife)— 
“What do you suppose my score was today, 
dear ?” 

Wife—“Double!” 

Golfer—“Double, what do you mean?” 

Wite—"Double what you're going to tell 
me!” 
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‘Be Safe Rather than Sorry” 
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CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


Offices From the Atlantic to the Pacific 


A ~ 
Gale & Stone, Boston Justin Peters, Philadelphia. 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Insurance Agency, 
James S. Kemper, Mgr. 

Chicago, Milwaukee, Minneapolis, Omaha. 

Lumber Insurance Agency, Jndianapolis. 
The Martin General Agency, Seattle, Denver, San Francisco. 
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UTUALITY 
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The principle of Mutual Insurance has been in vogue 
ever since the days when ancient traders formed “jack- 


pots” to reimburse themselves for losses sustained at sea. 


Because Mutual Insurance has weathered the test of time and because it has 
stood longer than any other form of insurance, it is recognized to be the sound- 


est and most equitable of all. 


Mutual Casualty Company now demonstrate 


q Over 47,000 policyholders in the Hardware 


their preference for Mutual Insurance. 


HARDWARE MUTUAL CASUALTY CO. 


STEVENS POINT, WISCONSIN 











has stood the test of time 
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TWIN MUTUALS 


GENERAL FIRE 

AUTOMOBILE FIRE 

THEFT AND COLLISION 
GENERAL LIABILITY 
AUTOMOBILE LIABILITY 
WORKMEN’S COMPENSATION 


Twin Mutual Fire Ins. Co. 
Twin Mutual Liability Ins. Co. 


A. SHIRLEY LADD, Secretary 
211 Congress Street, Boston, Mass. 


Twin Mutuals Have Always Paid Dividends 




















THOUSANDS 9% EYES 
WATCHING FEDERALS 
PROGRESS- 


COMBINED STATEMENT 
June 30, 1929 


ASSETS 
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Cash and Investments $10,361,977.90 
Accrued Interest 134,343.91 
Other Assets 1,583,875.72 


$12,080, 197.53 





LIABILITIES 





Reserve for Unearned Premiums $6,366,852.13 
Reserve for Unadjusted Losses 412,202.21 
Other Liabilities 224,107.14 
Surplus 5,077,036.05 


$12,080, 197.53 





Dividends Returned to Policyholders 
Since Organization 
$29, 271,902.14 
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Retail Hardware Mutual HreIns.Co. .°.@_ ¢ © @ © © © © @ @ @ * 


OF MINNEAPOLIS, MINNE SOTA 


Hardware Dealers Mutual Fire Ins.Co. 


OF STEVENS POINT,WISCONSIN 


i Fire Ins.Co. s e 
Minnesota Implement Mutual ,eooeeoeooeoevoeoeeeeee 
































PROTECTION 


The Lumbermens Mutual Casualty Company is noted 


for the soundness of the insurance protection it affords. 


This is evidenced by the following important facts: 


It is well managed. The Board of Directors 
and Advisory Board comprise outstanding 
business leaders. 


It has paid every just loss fairly and 
promptly. Many present policyholders 
were first attracted to the Company by the 


prompt, fair and courteous treatment given 


them as claimants. 


It has cash assets of over $10,000,000.00 in- 
cluding net surplus of over $1,500,000.00. 
Its premium income during 1928 was $9,- 
168,597.22. 


It is one of the fifteen largest automobile 
insurance companies in the country. 


It has paid for losses and returned to policy- 
holders in dividends over $22,000,000.00 
since organization. 


Service 


From Los Angeles, California, to Portland, 
Maine—East or West—anywhere in this 
country or in Canada—day or night—the 
“L-M-C” policyholder is within easy reach 
of one of our claim representatives, if he 


needs service in an accident or emergency. 
There are branch offices in 35 cities and 
claim representatives in practically all cities 
of importance. 


Saving 


Substantial dividend savings have been re- 
turned annually to “L-M-C” policyholders 
on automobile, burglary, compensation, 
plate glass and public liability insurance and 


fidelity bonds. 


Last year, more than $1,500,000.00 was re- 
turned to “L-M-C” policyholders in cash 
dividends. 


Progress 


Organized in 1912 to furnish maximum 
protection at minimum cost, the “L-M-C” 
has shown consistent growth annually. 


From 29 policyholders in 1912, the num- 
ber has increased steadily to over 150,000. 
“L-M-C” is the leading Illinois Company, 
with a larger premium income for 1928 
than any other Illinois insurance company 
of any kind. 


Lumbermens Mutual Casualty Company 


James S. Kemper, President 


Mutu. ‘nsurance Building 


Associate Companies 
Under “L-M-C” Management 


Chicago, U. S. A. 


American Motorists Insurance Company 
Federal Mutual Liability Insurance Company 
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